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MEANING OI 


UNEMPLOYMENT AND EMPLOYMENT 
STATISTICS IN THE UNITED STATES 
By ROYAL MEEKER 


pite of the prodigious quantities 
f statistics on a thousand subjects 
ind out by our public and pri- 
tatistical factories, we still lack 
statistics on a number of impor- 
subjects. The deficiencies or 
nce of statistics of occupational 
yearly per-capita earnings, 
living, and unemployment, are 
‘rious and regrettable. In the 
- of such statistics, it is impossi- 
ompare satisfactorily the degree 
l-being of the masses of the 
past and present. In this paper 
unemployment and employ- 
statistics and indicate that often- 
nclusions which are confidently 
upon some of these figures 
be rejected or mixed ton for ton 
the saving salt of skepticism. 


I. 

\ study of the results of the modern 
istrial system should logically begin 
employment and unemployment 
employment is its basis and 
nployment is its greatest menace 
e most serious of all social ills. 


Unemployment Statistics 


3 


- 


5 


There be jobs before we can 
gather and compile statistics about 
hours, wages and earnings of labor, 
or make any estimates or guesses as to 
the adequacy of the pay and the 
opportunities for leisure of our workers. 
Since employment is obviously the 
beginning of all social statistics, it 
might reasonably be expected that 
statistics relating to employment and 
the lack of it would be the first labor 
statistics to be inaugurated and de- 
veloped. But when the worker, the 
employer, and the statesman ask for un- 
employment statistics they are handed 
guesses by guessers who are often 
more interested in the politics than in 
the economics of unemployment. 

The traditional visitor from Mars 
would be utterly astounded tolearn that 
in this fact-flooded country we have 
only guesses as to how many of those 
classified by the Census Bureau as 
‘gainfully employed” are really work- 
ing at “gainful” jobs. Exactly what 
‘gainfully employed”? means in money 
and real income is also vague and 
undetermined. Our lack of knowledge 


must 


‘ 
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about unemployment and our failure 
to set up any system by which recurring 
industrial crises can be at least miti- 
gated and their evil consequences par- 
tially avoided is no tribute to our 
intelligence and the kind of civilization 
we have evolved. This failure to as- 
certain the facts and to work out 
a policy to deal with unemployment 
is the more amazing in the United 
States at this time when “fact find- 
ing’’ is being so tremendously stressed. 
Douglas is so thoroughly annoyed with 
the lack of dependable unemployment 
statistics in the United States that he 
is moved to say: “Unfortunately, the 
American statistics of unemployment 
are the worst of any industrial country 
in the world.””! 

It is, perhaps, going too far to assert 
that we are the worst among all 
industrial countries in our lack of 
unemployment statistics, for it is only 
in those industrial countries which have 
a well-established system of unemploy- 
ment insurance, that statistics of un- 
employment are at all complete and 
dependable. However, it would be a 
waste of time to cite evidence to prove 
that, bad as our statistics in this field 
undoubtedly are, those of France and 
some other countries which may prop- 
erly be classed as industrial countries 
are still worse. 

Censuses of Unemployment 

The Bureau of the Census has taken 
three censuses of unemployment for the 
years 1889, 1899, and 1909, respectively. 
The figures for 1909 were never tabu- 
lated. ‘The census schedules required 
that all workers who had been un- 
employed during the year preceding 
the census year, should be recorded 
and classified as having been unem- 


‘Douglas, Paul H., Real Wages in the United States, 
1890-1920, p. 12. 


ployed for 1 to 3 months, 4 to 6 
months, or 7 to 12 months inclusive. 
When we consider the great burden of 
work devolving upon the census eny- 
merators, their lack of training jp 
dealing with the intricacies of employ- 
ment and unemployment, the vague- 
ness of the queries and the length 
of time supposed to be covered, it 
becomes obvious that the answers 
obtained must have been mere guesses 
except in case of recent months or 
excessively long periods of unemploy- 
ment which could not be forgotten. 
Since the schedules called for classifica- 
tion by three-month and _ six-month 
periods, presumably unemployment for 
periods of less than one month were 
not reported. It would seem then that 
the “facts”’ relating to unemployment 
contained in the volumes of the eley- 
enth and twelfth censuses are practi- 
cally valueless and that the gathering 
and tabulating of these “facts” were 
largely a waste of money and effort. 
To the regret of all students of eco- 
nomics, the census figures for 1909, 
collected and punched on cards at 
very considerable expense, were never 
tabulated. It has been alleged that the 
tabulations were held up by “politics.” 
The fact seems to be that the costs of 
tabulating the returns were under- 
estimated in the original Census ap- 
propriation for 1910, and it was not 
possible to convince Congress that a 
deficiency appropriation was necessary 
in order to make the figures available, 
especially as the value of the figures 
was held to be very doubtful. It 1s 
doubtless true that many schedules 
filled out in this census of the un- 
employed were imperfect and even 
erroneous. Nevertheless, even a ver) 
imperfect census would have been much 
better than nothing. A census 0! 
unemployment is, at best, of very lim- 





Jue. All it can show is the num- 
ported as unemployed for varying 
s of days, weeks, or months in a 
| which is ancient history to the 
economist before the figures are 
, to say nothing of tabulations 
final publication. The weekly, 
and seasonal fluctuations in 
mployment even for a single year 
be calculated with acceptable 
cy unless the census is to be 
1 at least twice a year, which 
- the existing conditions is out of 
iestion. Had the decennial cen- 
f unemployment been continued, 
ver, the Bureau of the Census 
| have been able to improve upon 
hedules and methods of tabula- 
that we should not now be 
| to start at the beginning in the 
f unemployment for 1930. 


Bureau of Labor Statistics Studies 


(he census figures of unemployment 
ld have been of great value in 1915 


‘ with the cooperation of the 
7; Bureau of Immigration, the United 
States Bureau of Labor Statistics made 
unemployment surveys in New 

York City, the first in January and 


ry, the second in September, 


’ During the spring and summer of 
year, the generous aid of the 

Metropolitan Life Insurance Company 

bled us to extend the survey to 

$ other cities throughout the country. 


survey was unique, in that a 
vate company did the job for the 
leral Government without any com- 

tion. The agents of the Metro- 

n filled in the unemployment 

lules formulated by the United 
States Bureau of Labor Statistics, and 
t lata were tabulated by the com- 
under my general direction. The 
‘tic services rendered by the off- 
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cials and employees of the Metropolitan 
deserve the highest praise, but it is 
humiliating to note that, in the vitally 
important matter of unemployment, 
the facts needed were not available, 
and that lack of funds rendered the 
Federal officials helpless to obtain the 
required information. Had it not been 
for the philanthropic service rendered 
by this private insurance company, in- 
formation in regard to unemployment 
outside of New York City in 1g15 
would be almost wholly lacking. 

The Metropolitan surveys of course 
were confined to the industrial policy 
holders of the Metropolitan Life Insur- 
ance Company, but their policy holders 
were so many and so widely distributed 
among industries and income classes as 
to seem fairly representative of workers 
in general. ‘The company had already 
made a survey of unemployment in 
New York City, which showed 18% 
of unemployment as against 16.2% 
found by the United States Bureau of 
Labor Statistics in its own survey. 
Because the industrial policy holders of 
the Metropolitan seemed representative 
of workers, the company’s offer to 
make the survey under my general 
direction was accepted. 

Very complete information was called 
for on the schedules, so that, in the 
final tabulations, the number and per- 
centage of part-time workers is shown 
full-time unemployment 
classified by industries, duration in 
days, and causes. The results of the 
four surveys of 1915 were published in 
United States Bureau of Labor Statis- 
tics Bulletin No. 172, Unemployment 
in New York City, and No. 195, 
Unemployment in the United States. 
The two surveys by the Metropolitan 
Company deserve careful study, both 
because of the large numbers of workers 
included and because of the complete- 


as well as 
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ness of the information secured and 
tabulated. ‘The size of the sample is 
large enough to inspire confidence even 
though the percentage of workers cov- 
ered varies considerably in the several 


cities. 


was in Ogden, Utah, 4.5% (part-time 
14.3%). The highest part-time employ- 
ment was inSan Diego, California, 29.29 
(unemployment 16.7%). The lowest 
part-time employment was in Butte. 
Montana, 12.7% (unemployment, 7%), 











TaBLe 1. SUMMARY OF UNEMPLOYMENT SuRVEY IN 16 Cities, APRIL, 1915 
— e Cent of _— oo ‘Number of Unemployed | Part-time 
; a ® amilies of Persons) Wage | | Workers 
City Families | with Un- a | Earners |——— ame 
Can- employ- | Families | in Num- | Per | Num- | Per 
vassed ment | | Families | ber | Cent | ber | Cent 
Boston, Mass.......... 7 46,649 4.3 207 ,956 77,419 7,863 10. 2! 13,426) 17.3 
Bridgeport, Conn........... 8,144 6.1 32,144 12,533 537| 4-3! 2,493) 19.9 
Chicago, IIl apo 96,579 27.5 414,675! 157,616 | 20,952) 13.3) 16,575) 10.5 
Cleveland, Ohio 16,851 11.6 67 , 787 24,934 2,348 9.4) 3,060 12.3 
Duluth, Minn...... ii 1, 383 24.7 6,596 2,089 425| 20.3 371| 17.8 
Kansas City, Mo - 14,890 15.6 53,437 22,512 2,815) 12.5 1,979 8.8 
Louisville, Ky..... 4 1,667 19.7 7,238 3,036 | 399 13.1) 842) 27.7 
Milwaukee, Wis 8,813 9.9 36,346 13,112 1,030; 7.9! 3,788) 28.9 
Minneapolis, Minn..... 2,206 yo 8,571 3,449 495 14.4| 183) 5.3 
Philadelphia, Pa......... 79,058 14.2 346,787| 137,244 | 14,147/ 10.3) 26,907) 19.6 
Pittsburgh, Pa ead .| 96,844 13.6 155,763 53,3360 5,942) 11.1] 15,474! 29.0 
St. Louis, Mo .| 65,979 17.2 258,669, 104,499 | 14,219} 13.6) 14,317) 13.7 
St. Paul, Minn.. 2,515 17.9 10,782 4,135 | 582 14.1 142) 3.4 
Springfield, Mo - 1,584 8.4 6,199 2,284 162! 7.1 “si 1.4 
Toledo, Ohio ee 7,233 12.8 28,045 10,312 1,102) 10.7} 1,801) 17.5 
Wilkes-Barre, Pa 11,453 8.6 53,900 18,884 1,200; 6.4) 6,104) 32.3 
Total.. sci Goi i eran 401,548 15.0 1,694,895 647,394 | 74,218 I1.5/107,494 16.6 





Taken from the United States Bureau of Labor Statistics Bulletin No. 195, Unemployment in the United States, p. 6. 


During June and July, 1915, the 
Metropolitan extended its survey to 
include 3 cities in the Rocky Mountain 
States and g cities in the Pacific Coast 
States. The sample secured from these 
12 cities was much smaller than for 
the first 16 cities, because the propor- 
tion of Metropolitan policy holders 
was much smaller. However, the sam- 
ple seems sufficient so far as num- 
bers are concerned. ‘There were 36,537 
families with 137,901 members, 49,333 
wage earners, 6,373 unemployed, and 
9,971 part-time workers. The aver- 
age full unemployment was found to 
be 12.9%, with part-time employment 
20.2%. The highest unemployment 
was in Portland, Oregon, 20% (part-time 
17.3%). The lowest unemployment 


The Bureau’s survey of unemploy- 
ment in New York City in Januar 
and February, 1915, showed 16.2‘ 
unemployment. Its resurvey in Sep- 
tember showed only 6.7% of workers 
unemployed. No statistics of part 
time were collected. ‘The Metropoli- 
tan made a resurvey in September 
which showed 9.1% of unemployment, 
or nearly 36% more unemployment 
than was found by the Bureau. This 
discrepancy is disturbing, but it is 
probably due to differences in methods 
and in the sections of the working 
population covered. The Bureau, after 
consultation with agencies and individ- 
uals best able to advise, selected certain 
areas within Greater New York for 
investigation. Within these areas, 104 











blocks arranged in checker-board 

n were chosen, and a complete 

was taken of each of these 
[he Metropolitan, as already 
ated, made a complete canvass of 
lustrial policy holders, and prob- 

, included some who were not at the 
actual policy holders. 





Criticisms of the Bureau’s Methods 
Douglas criticizes these unemploy- 
1t statistics on three important 
nts:? (1) they are for cities only 
may exaggerate the amount of 
ployment, (2) they included only 
se unemployed at the time of the 
y and thus did not get a measure 
nemployment for the entire year, 
3) the percentages of unemployed 
lifferent industries could not be 
ilated because the occupations of 
employed included in the survey 
‘t ascertained. 
In regard to the first criticism, of 
the survey could include only 
se cities in which the Metropolitan 
large numbers of policy holders. 
for Springfield, Missouri, no 
cities were included. Undoubt- 
the percentage of unemployment 
ind still is very much higher in the 
cities than in small cities, towns, 
the country. Certainly the per- 
tages found in the 29 cities should 
be taken as indicative of the 
as a whole. 
Regarding Douglas’ second criticism, 
worthy of note that the unem- 
yment census Of 1930 now in prog- 
alls for the enumeration of only 
unemployed on April Ist or 
day of the enumerator’s visit. 
Census officials feel that to ask 
the number of days, weeks, or 
ths every worker was unemployed 


Pp. 413-414. 
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during the past year is to ask the 
impossible. They think it is possible 
to obtain a cross section of unemploy- 
ment on a given day of the year, but 
they feel that the former censuses were 
practically useless as records of the 
total unemployment throughout a year. 
Director W. M. Stewart very justly 
observed at one of the conferences on 
the unemployment schedule that it 
was better to ask for a little information 
and get it than to ask for a lot and not 
get anything usable. 

Douglas’ third criticism is well taken, 
but it should be said by way of explana- 
tion that this survey was an act of 
public charity on the part of a private 
corporation. The scope of the inquiry 
and of the tabulations had, therefore, 
to be kept within the limits of voluntary 
philanthropic effort. Besides, the total 
amount of unemployment seemed to 
be of more interest to the country at 
that time than detailed information by 
industries and occupations. I would 
add that it is possible, by using some 
heroic assumptions, to work out the 
probable numbers employed in the dif- 
ferent occupations included in the 
surveys and from these synthetic figures 
to compute the percentage of unem- 
ployment by occupations. 

There is no means of knowing how 
dependable a sample of the working 
population the policy holders of the 
Metropolitan Life Insurance Company 
constitute. For the September sur- 
veys in New York City, it may be 
that the Metropolitan sample was a 
better than the Bureau’s semi- 
pseudo-census sample. But the rapid 
recovery of business may very well 
have reduced the number of unem- 
ployed in New York City by 60% be- 
tween February and September. Had 
the 1909 Census figures been available, 
we would have had something to check 


one 
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from, and the depth of the 1914-15 
depression could have been better mea- 
sured. As it is, we do not know 
what percentage of workers is, or 
was, “‘normally” unemployed. Some 
guessers put it at 5%, others say 9%, 
while the New York State trade-union 
“statistics”? indicate that on the aver- 
age about 19% of union men are 
unemployed continuously. 

Despite their lack of completeness, 
the unemployment statistics for 1915 
are of immense value. They do give 
us a base meridian by which to check 
subsequent figures. When the new 
census of unemployment in 1930 is 
completed, we shall have a new base 
meridian and, let us hope, the 1915 
figures will be superseded by better and 
more detailed statistics. I fear, how- 
ever, that many social workers and 
reformers expect very much more than 
can possibly come out of the present 
census of unemployment. ‘This census 
at its best can give us only an approxi- 
mation to the numbers and percentages 
of those “‘ gainfully employed”’ who are 
for any cause without jobs or not 
working at the time of the census 
enumerators’ visits. This census does 
not even attempt to ascertain how 
many persons actually seeking work 
were unable to get jobs. It will not 
even tell us how many and what 
percentage of persons “gainfully em- 
ployed”’ were actually unemployed in 
any given week or month of 1930, to say 
nothing of giving us the number and 
workers unemployed 
month by month, or 

season in this 


percentage of 
week by week, 
even season by 
census year. 

The value even of an accurate count 
of the unemployed for a particular 
month (which census can give), 
once in ten years, is slight. Its only 
use is to serve as a base meridian. Not 


one 


no 
















until figures are published currently 
each month, giving the numbers and 
percentages of the unemployed by 
industries and occupations, shall we 
have anything that deserves the name 
of unemployment statistics. Our ex- 
perience with industrial accident statis- 
tics leads me to the conclusion that 
we never shall get reasonably accurate 
unemployment statistics until compul- 
sory insurance against unemployment 
is enacted into law. Several states 
had so-called compulsory accident re- 
porting laws before they enacted work- 
ers’ accident compensation laws. Most 
persons took it for granted that all 
industrial accidents were being reported 
in the States with compulsory reporting 
laws. After the enactment of the work- 
men’s compensation acts the number of 
accidents reported immediately jumped 
astonishingly, in some cases by more 
than 50%. Unemployment is anindus- : 
trial accident, in fact the only pure indus- 
trial accident. We may expect that the 
difference between reporting physical 
injuries when no compensation benefits 
existed as an incentive, and report- 
ing them under the compensation laws, 
would hold in the case of unemploy- 
ment. I do not say that we should 
at once enact a Federal law providing 
unemployment insurance to every un- 
employed person. I have merely said 
that until some system of unemployment 
insurance is enacted, we can never hope 
to have complete and dependable statis- 
tics of unemployment. 

Meanwhile, until the 1930 census is 
published, the student of unemploy- 
ment may with confidence use the 1915 
unemployment figures for what they 
are worth in checking and comparing 
the results of more recent studies. 10 
overworked students, as to unemployed 
workers, half a loaf is better than no 


bread! 


—— 1 ey ey 


om bet ee Ont 
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Recent City Unemployment Surveys 
Several surveys of unemployment in 
lar cities have been made since 
\mong the best are the series of 
irveys carried out by F. C. Croxton, 
Jarv L. Mark, and F. E. Croxton in 
mbus, Ohio, in the months of 
nber and October each year from 
to 1925 inclusive;® the survey in 
Buffalo, made by the Croxtons in 
mber, 1929;4 and the survey made 
Philadelphia in April, 1929, by the 
lance officers of the Bureau of 
ilsory Education of that city 
nd the Wharton School of Finance and 
nmerce.® The results of the Phila- 
ia study were analyzed in a study 
red by J. Frederick Dewhurst 


1 Ernest A. Tupper. 
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Buffalo was included in the IgI5 
survey. We can compare Philadelphia 


in I915 and in 1929; but what the 
interpretation of the figures should 
be, no say with confidence. 
Table 2 gives a summary of the findings 
for 1915 in Cleveland, Toledo, Mil- 
waukee, Philadelphia, and New York 
City, compared with the findings in 
Philadelphia and Buffalo in 1929 and 
Columbus in 1924. The year 1915 
started in about 18% below normal 
and ended very near normal, according 
to Carl Snyder’s index of business 
activity. TheAmerican Telephone and 
Telegraph index shows 1915 beginning 
at about minus 19 and ending about 
plus 14, with a large minus margin. 
The year 1924 according to Snyder’s 


one can 


2. COMPARISON OF UNEMPLOYMENT STATISTICS GATHERED IN DIFFERENT YEARS 
IN DIFFERENT CITIES 





Part-time 





iN De Fs ta | ey - 
Nember Per cent | Number Number of Unemployed Workers 
of of Families| ;>p , orkers 
Bares , Of Persons} Wage 
Cit Families | with Un- " tah 
Can- employ- | p+: oe | Num- | Per | Num- | Per 
_ Families | Families | . : 
vassed ment ber |Cent; ber | Cent 
September, 1915 | 56,539 9.7 235,628 97,74! 6,529} 6.7) 8,176) 8.4 
, April ry 16,851 11.6 67,787 24,934 2,348 9.4) 3,060 12.3 
a 7,233 12.8 28,045 10,312 1,102} 10.7} 1,801] 17.5 
ike 8,813 9.9 36,346 13,112 1,030} 7.9! 3,788) 28.9 
Iphia, 79,058 14.2 346,787 137,244 | 14,147] 10.3) 26,907| 19.6 
la, © 1929 31,551 15.6 140,174 58,866 6,110) 10.4 a oer 
November : ag Sa 15,164 1,509) 10.9 981, 6.7 
WES. acl cudesc Ul xace  # weanen 10,834 9451 9.5) 1,044) 11.7 
(hese studies were very carefully index was about 3% above normal, 
ed and seem to have been thor- while, according to the American Tele- 


out. The results de- 
careful study. It is 
rtunate that neither Columbus nor 


c I 4 


carried 


very 


ireau of Labor Statistics Monthly Labor 


\pril, 1922, pp. 14-23; U. S. Bureau of Labor 
Bulletin No. 409, Unemployment in Colum- 
U IQ21 to 1925. 

5. Bureau of Labor Statistics Monthly Labor 
February, 1930, pp. 25-39; N. Y. Dept. of 
pecial Bulletin No. 163. 

5. Bureau of Labor Statistics Monthly Labor 


, February, 1930, pp. 17-24. 





and Telegraph index, the year 
above, sank to 13% 
below, and ended about 10% above 
normal with an average well below 
normal. The lack of agreement about 
prosperity and depression between these 
two indexes adds to the difficulties 
of the statistical interpreter. Were 
we depressed in 1924 or not? How 
in 1915? ‘The 


phone 
began about 12% 


depressed were we in 








year 1929 was labeled by the Pres- 
ident of the National Association of 
Manufacturers as the year of “‘prof- 
prosperity”! The earnings of 
however, surpassed all 


itless 
corporations, 
precedents. 

The figures in Table 2 should be a 
source of considerable comfort and 
satisfaction to the harried hunter of 
“facts.” He can honestly say that 
they all sing the same song in the 
Perhaps they should not 
be so harmonious. It may be that the 
industries and habits of the several 
cities are so different, and the economic 
conditions in I915, 1924, and 1929 are 
so unlike, that the statistical stories 
should be entirely different. I refrain 
from further criticism because it would 
be a great pity to spoil this all too rare 
example of statistical harmony. The 
greater proportion of part-time work 
found in 1915 is probably due to the 
fact that the Bureau’s schedules appar- 
ently called for the reporting of part 
time in greater detail than was required 
by the Croxtons. 


same key. 


Trade-Union Statistics of Unemployment 

The unemployment “statistics”? com- 
piled from reports by trade unions re- 
late only to union workers and cannot 
be applied to workers in general. Those 
who have tried to interpret and make 
use of the New York, Massachusetts, 
and American Federation of Labor fig- 
ures of unemployment have been baffled 
by their erratic and contradictory char- 
acter. All of these trade-union “sta- 
tistics’? have been discontinued be- 
cause of their unreliability and the 
difficulty in securing reports regularly. 
Recently, however, the American Fed- 
eration of Labor has revived its report 
on unemployment among trade union- 
ists for the entire country, beginning 
in 1928, and publishes in chart form 


et 


HARVARD BUSINESS REVIEW 


the percentages of unemployment re- 
ported each month in its Monthly 
Survey of Business. The chart in the 
Survey shows the changing percentages 
of unemployment, month by month. 
from January, 1928, down to the latest 
month published. 

The low point, about 9%, in August, 
both in 1928 and in 1929, seems high 
for trade-union members in those years. 
The increase in unemployment since 
August, 1929, to more than 12% in 
November, 16% in December, 20% in 
January, and 2214 % in February, seems 
quite improbable, although it may well 
be that in certain trades and localities 
g out of 40 workers were out of work 
in February. The proportion of work- 
ers in different trades which are in- 
cluded in these reports is not stated, 
nor is it stated to what extent seasonal- 
ity in the building and clothing trades 
and other seasonal industries is respon- 
sible for these large percentages. 

While the new American Federation 
of Labor figures are doubtless a great 
improvement upon theold crude figures, 
they still relate only to unemployment 
among trade unionists as reported by 
trade-union officials, who often lack 
training in securing facts and have little 
exact knowledge of actual conditions 
and no incentive to report accu- 
rately on unemployment. The case 1s 
quite different from that of the trade 
unions of Great Britain, Germany, 
Norway, Belgium, Holland, and other 
countries, in which trade-union unem- 
ployment benefits constitute a major 
function of these organizations. 

I have never felt justified in using 
these trade-union percentages of un- 
employment, not merely because they 
made no pretense of representing more 
than the minority of workers organized 
into unions, but mainly because it is 
doubtful whether they are truly repre- 
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ive been properly deflated. 
ntinue to deprecate the exaggerated 
tatements about the seriousness of 
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tative of the trade unions. Manip- 
them and explain their discrep- 
as we may, there remains a 


ybstantial doubt as to their dependa- 


y, especially in respect to the New 


‘ork figures. It is, of course, a matter 


personal judgment of each 
tigator whether he will make use 
nstruct statistics which at best 
quite imperfect approximations, 
whether he will reject inaccurate 
and construct nothing at all. My 
nal judgment in this case favors 
ng nothing rather than doing some- 
ng with such doubtful materials. 


Summary and Conclusions 
Regarding Unemployment Statistics 


lhe fatal defect in all these unem- 


ment statistics, near statistics, and 
statistics is that we do not 

w exactly what they mean. They 
the guessers still in possession of 
field of unemployment “‘statistics.”’ 
hose who are committed to the 
sperity doctrine that ‘fundamental 
litions as a whole are sound”’ will 
tinue to underguess the extent of 
business recession and the conse- 
unemployment and will hold to 
convictions that unemployment 


a sporadic, temporary phenomenon 


ch always cures itself very quickly 
on as the workers’ inflated wages 
They will 


mployment and will consistently 


pose any hasty and dangerous “‘social- 


’ action on the part of either indus- 
government looking toward the 
ranteeing of all-the-year-round em- 
ment or the establishment of unem- 
ment insurance. They will con- 
to answer the indictments laid 
the present industrial system 


by stoutly maintaining that God is 
still in His heaven, all’s right with the 
world. They are still able to believe 
that the few improvident workers 
who sometimes really suffer transient 
inconvenience or distress are liberally 
taken care of by the established chari- 
table agencies through the time-honored 
devices of free bread and soup. 

On the other hand, those who realize 
the serious defects and the precarious- 
ness of our present-day industrial 
structure will accept as established 
fact asseverations like the unverifiable 
statement attributed to an unnamed 
government official that, during the 
stock-market crash in 1929, “‘unem- 
ployment jumped in two weeks from 
700,000 to 3,100,000! This group 
knows that unemployment is no chance, 
occasional, and transitory accident, 
but is a continuous and most deplorable 
condition incident to the present organi- 
zation of industry—or rather the lack 
of it. At irregular intervals, which 
mark the end of ‘“‘business cycles,” 
business smashes itself to smithereens, 
and the unemployment problem flames 
up with a terrifying menace which calls 
forth furious guessing and agitated 
oratory from everybody involved. 

Many business men realize that 
unemployment is the worst, most dan- 
gerous, and most inexcusable waste in 
the modern economic organization and 
they are ready to apply any reasonable 
measures to stabilize business and 
insure steady jobs to every worker 
and every employer. Probably the 
‘“‘reasonable measures” which would 
be acceptable to business men generally 
would be quite ineffective to cure the 
evils so obvious to the student of our 
economic organization. Reason, how- 
ever, has little to do in determining 
and governing our actions and in the 
evolution of institutions. The present 
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industrial organization seems to many 
quite unreasonable in its structure and 
functioning, and it may well be that 
unreasonable measures rather than rea- 
sonable measures are needed to set 
it right. 

There seems to be a widely accepted 
and, until recently at least, an increas- 
ingly prevalent notion among manu- 
facturers and merchants that man is 
primarily a purchasing animal. Man 
may be made to mourn, as Bobbie 
Burns said, but the stock and commod- 
ity merchants would first make him 
buy so that he may have something 
tangible to mourn about. The Gospel 
of Spending seems to be accepted by 
many as the newest Dispensation of 
the new Religion of Prosperity. Men 
should be employed, so that they may 
buy more radios, autos, can openers, 
fur coats, purple ties, and ten thousand 
other things that are manufactured 
and therefore must be sold to “ultimate 
whether the “ultimate 
want them and are able 
to pay for them or not. Wages should 
be high so that the workers may 
Eatmore ice cream, Smokemore ciga- 
rettes, Usemore useless jewelry, Wear- 
more underwear, Burnmore Klinker 
Koal, Breakmore unbreakable crock- 
ery, etc., to the end that prices may be 
maintained, markets sustained and con- 
Itseems 


consumers,” 
consumers” 


tinuous prosperity continued. 
that the chief end of man is to spend— 
not in niggardly fashion but with bright 
abandon. It is not sufficient merely 
to spend all one has. To be a true- 
blue booster for continuous and ever- 
increasing prosperity one must lay, 
not only all that he has but all that he 
hopes to have, upon the altar of Pros- 
perity. The installment selling con- 
cerns have given expert assistance in 
helping many to do this very thing and 
more also. 
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I have, perhaps, given an exaggerated 
and somewhat grotesque picture of ou; 
unorganized business organization, | 
am impressed with the haphazardness 
of the whole thing, the lack of 
considered, concerted plan to eliminat, 
or at least to mitigate the terrifying ups 
and downs of business and employment. 
Oftentimes the effects of unemploy- 
ment and low wages upon the individ- 
ual workers’ bodies and souls seen 
to be forgotten or shoved aside as of 
little importance. 

Until we establish reasonably accu- 
rate current statistics of unemploy- 
ment, the ancient dispute will continue 
to rage with increasing fury as to 
whether there is any unemployment 
worth talking about, and as to what, i! 
anything, should be done to relieve or 
to prevent it. 

This survey of unemployment sur- 
veys in the United States bears 
certain family resemblance to the 
classic treatise on frogs and snakes in 
Ireland. Since we have no unemploy- 
ment figures that enable us to build 
up dependable indexes of unemploy- 
ment by weeks, by months, or even 
by years, we are forced to make use of 
employment figures in attempting t 
get at the extent of unemployment. 


IT. Employment Statistics 


Although unemployment statistics 
for the United States as a whole or 
for any of its political subdivisions 
are almost non-existent, for 15 year: 
the United States Bureau of Labor 
Statistics has been publishing statistics 
of numbers employed and amount of 
pay roll in selected establishments in 
certain industries. In New York State 
these statistics were begun even earlier. 
There are now three chief sources f 
country-wide employment and pay-rol! 
statistics in the United States, namely, 
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linited States Bureau of Labor 
_ the Federal Reserve Board, 
National Industrial Conference 
The best employment and 
oay-roll indexes are published by The 
4onalist. Which refines the indexes of 
Federal Reserve Board by correct- 
r monthly variations. 


“td Oat 


United States Bureau of Labor 
Statistics 


The United States Bureau of Labor 
Statistics figures were at first limited 
me 258 establishments in only 
ifacturing industries, but they 
been steadily expanded and im- 
proved until today they represent some 
34,857 establishments normally em- 
loying more than 5,000,000 workers 
buted among 8 great industrial 
namely, manufacturing, coal 
ng,metalliferous mining, quarrying, 
blic utilities, trade, hotels, and can- 
ng and preserving. ‘The manufactur- 
ng group is subdivided into 12 classes 
54 industrial sub-groups, includ- 
ng 12,321 establishments employing be- 
1 3,200,000 and 3,900,000 workers. 
statistics of employment in 
ed industries are very valuable as 
ng changes in the establishments 
ided, but they do not shed much 
on the extent of unemployment. 
these statistics may be danger- 
misleading if used unskilfully, 
rantly, or unscrupulously, either to 
ggerate or to minimize the extent of 
mployment. 
I first established the Bureau’s 
oyment statistics in 1915, I fully 
ized that they might be misinter- 
1, and especial care was taken to 
that they were statistics of 
and not of unemployment. 
anding my explanations and 
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stated that these employment statistics 
could be plotted in a curve, and the 
curve could then be turned upside 
down in order to get a curve of unem- 
ployment! Of course such a proposal 
is absurd, as I have repeatedly pointed 
out, but its absurdity was not so appar- 
ent in I915 as it became in 1921 and 
subsequently. But although the im- 
propriety of using these employment 
statistics as negative unemployment 
statistics has been demonstrated over 
and over again, many persons who wish 
to give “‘statistical proof” of the extent 
of unemployment persist in misinter- 
preting a 10% drop in employment in the 
reporting plants in the selected indus- 
tries as a 10% increase in unemployment. 

Even as statistics of employment 
in all industries in the United States, 
these figures and indexes are distinctly 
limited and need to be handled with 
caution and common sense. Fluctua- 
tions in numbers employed, amount of 
pay roll, and per-capita earnings in 
industrial establishments cannot be 
accurately measured by the method of 
sampling of which the United States 
Bureau of Labor Statistics is obliged 
to make use. The Bureau has had 
to work under great handicaps but it 
has, in spite of this, turned out and is 
still turning out statistics in the field 
of labor which command the highest 
praise. The Bureau has used the only 
possible sources available to it for 
gathering these statistics, namely, re- 
ports from plants covered by its wages 
and hours of labor studies, or reports 
from State Departments of Labor which 
gather the information. There is no 
question about the reliability of the 


figures reported in these ways. ‘The 
unreliability comes from the non- 


representative character of the plants 
included in the sample, and this source 
of error is beyond the power of, the 
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3ureau to remedy in its monthly 
reports, at least in the present state of 
development of the art and science of 
**fact finding.” 

The great scope and the representa- 
tive character of the employment and 
pay-roll statistics gathered and compiled 
by the Bureau are shown in Table 3. 


caught in the Bureau’s dragnet. These 
errors which give a downward bias to 
the index of employment could be 
almost wholly eliminated by using the 
biennial employment figures collected 
by the census to correct the Bureay’s 
figures. 

The errors inherent in the gathering 


TaBLe 3. SUMMARY OF EMPLOYMENT AND Pay-Ro ti Totats, JANUARY, 1930, anp 
DECEMBER, 1929 














eee Employment | Per Pay Roll in One Week | Per 
eaaccecabaitiee bel December,| January, power December, | January, yt 
1929 1930 | 1929 1930 

1. Manufacturing............|12,321) 3,239,353) 3,197,153) — 1.8 $85,780,819 $82,113,074 — 4.8 
2. Coal mining.. Renato | 1,449 336, 338 333,081; — 1.0] 10,528,091} 9,069,079) —13.9 
Anthracite..... nictiveontahd | 162 121,391; 115,710| — 4.7| 4,785,556| 3,690,494 —22.9 
Bituminous.............| 1,287| 214,947; 217,371, + 1.1) 5,742,535| 5,378,585, — 6.3 
3. Metalliferous mining......| 350 61,546) 59,837) — 2.8) 1,876,333) 1,745,910| — 7.0 

4. Quarrying and non-metal- 
ee I onic 'es oe wie ae | 686 31,258) 27,591, —11.7 765,895 645,047/ —15.8 
S. PMRC WEIS. i ccc civics col QyOee 721,781} 711,996) — 1.4] 21,773,012) 21,308,623) — 2.1 
Ge OS ds sedi we wermdmrereen | 8,295 354,885) 289,855) —18.3| 8,602,270) 7,353,547, —14.5 
EE Pr > 3 60,571 59,052; — 2.5| 1,887,832| 1,802,907 — 4.5 
Retail..................-| 6,538 294,314 230,803) —21.6| 6,714,438 5,550,640, —17.3 
7. Hotels.. steaaacnts 1,796 150,949 155,209} + 2.8) 2,586,835) 2,624,153) + 1.4 
8. Canning and preserving.... 403 23, 862! 17,947, —24.8 435,903 345,749. —20.7 
CR ree 34,857! 4,919,972) 4,792,669) — 2.6)132,349,158)125,205,182) — 5.4 





Taken from the Monthly Labor Review of the Bureau of Labor Statistics, March, 1930, p. 149. 


There are two major sources of error, 
due to the method of sampling used 
in gathering the raw materials for these 
statistics. (1) Only the larger estab- 
lishments can be included. The vast 
number of small plants cannot be 
included because they cannot be made 
to report; they have no records, or 
very defective records; and, even if 
they could be made to report fully, 
the expense of checking, correcting 
and tabulating would be prohibitive. 
(2) No new industrial undertakings are 
included because it takes years for a 
new industry to develop to a size 
which would warrant its inclusion by 
the Bureau, even though individual 
plants might be large enough to be 


of the employment statistics are some- 
times magnified by those who attempt 
to make these figures reveal the num- 
bers unemployed. First, the index 
number of employment in a given 
year is multiplied by the total number 
employed, as reported by the Census 
in the base year of reckoning, to obtain 
what is assumed to be the total 
number employed in factories in the 
given year. The difference between 
this computed number of all workers 
and the total number employed in 
the base year, is assumed to show the 
number who have become unemploye¢ 
in the interval. An estimate is next 
made of the numbers of young persons 
who have reached working age S$! 
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base year, and these are added to 
number of the ‘“‘unemployed,” 
at by the method described 
ve. to obtain the total number of 
.nploved because of discharge or 
se of failure to obtain work since 
ase vear. The so-called “‘unem- 
ment” figures thus obtained would 
to be sufficiently erroneous, but 
are made grotesquely so by adding 
them the guess at the number 
ployed in the base year, so as 
the grand total of the unem- 
ved in the given year. 
\nother cause of error is involved in 
nethod of constructing the indexes. 
Since the number of establishments 
ting varies somewhat from month 
month, it has been necessary to 
truct month-to-month chain links. 
links are joined together into a 
index with 1926 = 100 as the 
sent base. Chain indexes are decep- 
tatistical measures, but probably 
r effect in this case is to bring the 
Bureau’s employment index nearer to 
of the Federal Reserve Board 
would otherwise be the case. 
When these employment and pay-roll 
tistics were inaugurated, I did not 
it possible to indicate the total 
yment in the United States even 
ose industries included in the 
}ureau’s reports. Now that the Bu- 
1 of Labor Statistics has so greatly 
panded the scope of its reports and 
Bureau of the Census is making 
ensus of employment and pay 
by industries every two years, it is 
us that the Bureau of Labor 
Statistics should make use of these 
re complete figures, for the purpose 
' making the employment and pay- 
ll i more representative of 
is taking place in the different 
‘trial sub-groups and in industry 
whole. 


f 


1 


ndexes 


The Federal Reserve Board Indexes 

The Federal Reserve Board has made 
use of the Census figures to correct and 
improve its indexes of employment and 
pay roll in manufacturing industries. 
The Board’s indexes are, therefore, 
undoubtedly more truly representative 
of conditions in manufacturing than 
are the Bureau’s.6 With commendable 
frankness, the Board points out the 
defects in its former index, which 
recorded a decline in factory employ- 
ment from 1923 to 1927 of 12%, or more 
than 1,000,000 workers, while the com- 
plete returns from the Census showed 
a decline of only 5%, or about 425,000 
workers.’ 

The biennial employment figures of 
the Census may be open to criticism 
for lack of completeness, and the 
classification of industries may be ques- 
tioned, but the Census figures for em- 
ployment are certainly much more 
accurate than figures reported by “‘rep- 
resentative”? plants selected from the 
larger and long-established companies 
covered by the Bureau of Labor Sta- 
tistics studies. But the Census figures 
at their best are still only employment 
figures. They show with acceptable 
accuracy the changes in employment 
during each biennium. ‘They do not 
tell us how many persons seeking em- 
ployment were unable to find jobs. 
The normal increase in the population 
of course adds to the number seeking 
employment. Is the ratio of actual and 
potential workers to the total popula- 
tion a declining or an increasing ratio? 
We can guess at the answer, but we do 
not know. Neither the Bureau nor 

6 Berridge, W. A., “‘Flaws in Federal Employment 
Data: Changes Needed For Guidance of Business,” 
The Annalist, Feb. 21, 1930, pp. 451 ff. “Index of 
Employment in Manufacturing Industries,” Federal 
Reserve Bulletin, Dec., 1923, pp. 1272-1279; May, 
1925, pp. 324-330; Nov., 1929, pp. 706-716. 

7 Federal Reserve Bulletin, Nov., 1929, p. 707. 
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the Federal Reserve Board makes any 
for seasonal variations in 
employment. The Annalist has com- 
puted an index for the average seasonal 
variations over the nine-year period 
September, 1921, to September, 1929, 


correction 
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In Chart I the indexes of factory 
employment by the United States 
Bureau of Labor Statistics, the Federa| 
Reserve Board, and the National le. 
dustrial Conference Board are shown, 
The Annalist indexes, although un- 
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Reserve Board’s index to obtain a 
refined index devoid of seasonal fluctua- 
tions. The Annalist index is much the 
most meaningful index, since it tells 
us at a glance that the increase in 
employment in February of this year, 
as shown by the other employment 
indexes, did not denote a recovery of 
but the reverse, since the 
was less than the average 


business 
increase 
seasonal increase. 


monthly figures, did not differ greatl; 
from the Federal Reserve Board’ 
indexes and were therefore not included 
in this comparison. 

The decline in factory employment 
in 1929 compared with 1923, as re- 
corded by the Bureau’s index is 10.4", 
while the Board’s index shows onl) 
3.6%. Applying these percentages 1 
an estimated 8,800,000 of factory em- 
ployees in 1923, a decrease of 915,000 
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factor is indicated by the Bureau’s Its erratic gyrations may be due to 
Sta d only 317,000 by the Board’s_ differences in definitions and methods 
Feder, lhe employment index num- of reporting, or to the much smaller 
nal | January, 1930, are: for the number of plants and workers covered. 
shown vreau, 82.9; for the Board, 89.3; The Conference Board presents figures 
gh un- ‘cating that 1,500,000 and 942, for only about 1,600 establishments 
for t] respectively, had been dis- with about 771,000 workers in 1927. 
a , . 




































































A [ \ ; ‘\ 
if V rl! 4 7 | \ 
\ 
Vina a 
‘| 1 a y 1 | 4 
: N th Wy af 
| | iY " | V 
| o \! 
| _ ' 
— : | Federal Reserve Board 
——-—-—-=— U.S. Bureau of Labor Statistics 
| | mes | | | | | 
| : ive 


1924 1925 1926 


1927 1928 1929 


CoMPARISON OF PAy-ROLL INDEXES 


(1923 =100) 


oo Cuart IT. 

| from manufacturing plants since 
in 

eat e National Industrial Conference 
arc ) index is consistently much 
ude than either of the other indexes 
ut the year 1929, although 
me! | been consistently lower than the 
3 or index in every month from 
to December, 1928. 


1%, january, 1924, 

nal Industrial Conference Board index 
re kindly furnished me by Dr. Roland P. 
nomist of the Board, although some of 


never been published. 





Naturally an index made from such 
relatively limited data cannot be ac- 
cepted as equal in value to either of 
the other indexes. 


Conclusion 


The usefulness of index numbers of 
employment, wages, hours, earnings, 
and cost of living computed for the 
whole United States, or even for geo- 
graphical divisions, may be questioned. 
An American index of employment may 
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be compared to an American index of 
temperature or of rainfall. The Iowa 
farmer is not interested in the index 
number of rainfall computed by averag- 
ing the rainfall in the great American 
desert where there is no rain and the 
rainfall on the coast of Alaska where 
there is nothing but rain. The lowa 
farmer wants to know how the rainfall 
this present week, month, and season 
in his section of Iowa compares with 
the ‘“‘normal” rainfail in that region. 
More general indexes are useless to 
him. Likewise an index number of 
American temperature computed by 
averaging the sizzling heat of Death 
Valley and the congealing cold of Nome 
would afford little benefit to the New 
Yorker or Bostonian. 

Indexes relating to labor conditions 
for the whole United States, however, 
do have value to students of general 
business conditions and of the distribu- 
tion of income and wealth. Such sta- 
tistics are not of much value, however, 
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to workers, business men, or bankers 
who are trying to meet local industria! 
conditions. The bankers and cotton. 
mill employers and employees of “me 
England can get very little good from 
country-wide statistics upon employ. 
ment, wages, cost of living, etc. Wha; 
they need are statistics representing 
not vast averages for the country as 4 
whole or even for geographical divi- 
sions, but local statistics for particula 
cities or localities. It is to be hoped 
that our statistical factories will be 
able in the future to give out mor 
localized statistics. 

What is more important, we need 
to make our employment and pay-rol! 
statistics as accurate as possible; and 
most important of all, we need to have 
available promptly all statistics relating 
to employment, earnings, and cost of 
living each month, or oftener during 
industrial emergencies, to set up real, 
continuous, and dependable statisti 
of unemployment. 


























FINANCIAL ASPECTS OF MINING ENTERPRISES 
By LUCIUS W. MAYER 


F the principal minerals, the 
United States is the world’s 
most important producer of cop- 
iron, lead, zinc, aluminum, coal, 
leum, sulphur and phosphates, 
the most important consumer of 
tically all these materials. Fifty- 
per cent of the freight handled 
railroads of the United States 
the form of raw mineral materials. 
United Kingdom predominates in 
oduction of chromium, asbestos, 
and nickel, of which latter two 

is practically no production in 
country. The intensive search for 
d nickel during the War, when the 
for these two metals was most 
t, was fruitless, and this regardless 
rice; so the United States is not 
ever to be a substantial producer 
two metals. Italy predomi- 

in mercury and Germany in 
olivia stands out in the pro- 

of tin, China in antimony, 
Russia as to platinum. Certain of the 


nations, of course, are significant pro- 


of the aforementioned metals, 
the predominance of the United 


States In so many items readily ac- 


for the part it plays in the 

; commerce. 
other important though 
lary mineral products, such as 
te, graphite, magnesite, mica, tung- 
, which enter into the interna- 
balance-sheet, no one country 
ng In a position to supply its own 
of all the metals. The very 
larity of the distribution of the 
l’s mineral supply accounts for 
great international movement and 


cic are 
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also all too frequently accounts for 
dissension among the nations. 

The fact that no important mines 
have been discovered in recent years 
in the United States, and the great rate 
of production from existing ones, place 
the United States in the position of 
witnessing a changing metal map in 
certain directions; in the case of copper, 
for example, the oncoming new Rhode- 
sian and Canadian production will 
certainly affect the balance-sheet. The 
fact that the United States produces 
nearly 70% of the world’s petroleum 
may seem something to be proud of, 
but the present rate of production is 
one not unattended by misgiving on the 
part of many farseeing economists. 
These are features which security in- 
vestors must take into account when 
considering the possible life of any 
particular company, the principal asset 
of which is raw material. 

The average man knows that mining 
is a profitable business, but there are 
many misconceptions as to how he 
individually can profit. Most of us 
do not wish to be troubled with search- 
ing for ore and only a few know how to 
search for it. By “search” we have 
in mind not only actually going into the 
hills, but also putting up money intelli- 
gently to finance the search and, what 
is equally important, directing the 
exploration, even if it is from a glass- 
top desk. What the average man pre- 
fers to do is what he is virtually 
limited to doing: to purchase shares in 
mines. ‘This is a comparatively simple 
method, which puts the responsibility 
directly upon those who are believed 
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to have the specialized knowledge 
necessary. 

Much has been said regarding the 
steps which one should take in deter- 
mining what shares might be _ pur- 
chased with reasonable safety and how 
decision should be made as to what 
would be a fair price to pay. This is 
worth repeating. Various preliminary 
stages in the development of a mining 
prospect should have been experienced 
before the public should interest itself 
at all. The more important mining 
interests do not present the oppor- 
tunity for public participation in min- 
ing projects until the early or most 
speculative stage has been completed, 
and wisely assume this risk themselves. 
Even they, however, rarely undertake 
the exploration of raw prospects. It 
might be suggested that this policy 
precludes rapid development of many 
promising mining prospects. This may 
be true to a certain extent, but there 
are always certain local persons familiar 
with mining who are qualified to enter 
upon the risks of opening up virgin 
territory and who eventually, if devel- 
opments are favorable, bring the propo- 
the money centers. The 
larger interests identified with the 
mining industry are then sometimes 
willing to risk a certain part of their 
funds for exploration work, and since 
they are in a position intelligently to 
diversify these risks, it is much more 
prudent for the average man to invest 
in securities of such organizations than 
it is for him to buy shares of individual 
and relatively small mining enterprises, 
especially where these companies own 


sition to 


but one property. 
Financing a Potential Mine 


The manner in which mining proper- 
ties are financed, of course, depends 


upon the stage of their development. 
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The cost of work on raw prospects js 
generally met locally and, regardless 
of what Mark Twain may have said 
about “‘the hole in the ground,” with- 
out this primary effort and enthusiasm 
many a great mine would not be iy 
existence today. True, there is an 
immense amount of misdirected effort 
during the early life of mining under- 
takings the world over, because fre- 
quently the original ore discoveries are 
made by men who have an insufficient 
conception of the conditions necessary 
to make a mine. There are innumera- 
ble workings scattered all through the 
mining country, which from the start 
were not justified in the light of geologi- 
cal conditions, and which any 
versed in the business would readily 
have recognized as unfriendly to the 
deposition of ore. Not infrequently, 
however, favorable conditions at the sur- 
face evidence themselves, where there is 
every justification for doing a certain 
amount of initial work. Despite hon- 
esty of purpose and intelligent pro- 
cedure, this work may result negatively, 
because such values as are found 
are uncommercial at the time or be- 
cause no values at all are disclosed. 
Then, too, material of a certain grade 
may be commercial under certain geo- 
graphical and topographical conditions, 
while the same grade of ore could 
not yield profitably in another locality 
Where, for example, cheap power | 
not available or where skilled labor 1s 
scarce or transportation far distant, 
an ore body may be developed which is 
physically exactly similar to another 
deposit favorably located as to these 
considerations. The former, however, 
would require such a large outlay 
for capital expenditure that to equip 
it for extraction would be an unsound 
Sometimes deposits are 
and legitimate 


one 


investment. 


the scene of large 
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‘ture for development, to ascer- 
magnitude—only to ascer- 
nately that there is insufficient 
n though the figure may appear 
ge. Similarly there are ore 


of a nature for which no 
neans of metallurgical proce- 
ists at the time. This was 


with the major part of the ore 
Chile Copper Company in its 


y stages of development. If 
inal method had not been 
“ ‘ised to treat that ore—a method 


was devised only after quite an 
ture had been made for explora- 
k—the securities of that com- 
would have only a _ potential 
y, instead of recently having 
the market of 


total value on 
r $400,000,000. 
are known deposits of ore— 
nent of which was approached 
: the same manner as Chile Copper— 
ive never been equipped with 
nery because of the limited size 
deposits. While the securities 
companies may be standing 
very low figure at this time, the 


Ne- ming of transportation, improve- 


metallurgical art and the 


pment of tonnage not previously 


- ed or expected, may in the future 


a reversal of affairs of those 
, and sound enterprises may 

loped therefrom. 
lf, for example, Utah Copper, the 
copper mine in the United 
had been known to have a 
of ore of only the grade that 
ng mined there today, that prop- 
ild never have been equipped 
it was, because ore of the 
now being treated was not 
ial at the time, and no banker 
ive undertaken the financing 
The same 


time 


huge enterprise. 


to Nevada Consolidated, Ray, 
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Chino, Inspiration and other mines, 
though they might have been operated 
on a relatively small scale to work 
such of the better grades of ore as 
existed. 

After a certain amount of work has 
been done by the prospector, supported 
by local funds, the time usually arrives 
when these resources become inade- 
quate. If the work promises well, 
it is a matter of only a short time when 
the mining press takes cognizance of it. 
This press, in so far as the local papers 
are concerned, nearly always exag- 
gerates conditions, and, of course, on 
the favorable side. Nevertheless, there 
are discerning persons who do possess 
the ability to analyze even a flam- 
boyant statement, and then too there 
are usually a few local people in every 
community, even though it be small, 
who because of their ability enjoy the 

of certain persons in the 
money centers, with the result that 
competent engineers eventually drift 
into the field, representing companies 
or individuals who make it their busi- 
ness to keep informed on developments 
in the various districts in the mining 
country. If companies have already 
been formed locally and if the shares 
have a certain amount of distribution, 
a difficult situation presents itself in so 
far as sound and permanent financing 
is concerned; at least such a situation 
is more difficult than where the opera- 
tion has been carried forward by local 
individuals in partnership and to the 
point where the underground condi- 
tions are sufficiently exposed to warrant 


confidence 


capitalists in interesting themselves 
in such business. 
The local exchanges, such as San 


Francisco, Los Angeles, Spokane, Salt 
Lake City, etc., at times have a con- 
siderable in mining shares. 
If the shares the prospects 


market 
of 


are 
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traded in on these exchanges during 
the early stages, they usually go 
through a period when they are so 
over-priced, due either to incompetence 
of the local press or to the overzealous- 
ness of the large shareholders, that no 
opportunity develops to permit the 
meeting of their minds with those of the 
capitalists. ‘Thus, the sound develop- 
ment of these properties is frequently 
deferred for years, or at least until such 
time as the owners attain a proper 
perspective and a correct realization 
of the value which will induce the min- 
ing capitalist to take the risk which 
he deems to exist. This accounts very 
largely for the long period which 
usually elapses before a mine passes 
from the discovery stage to the point of 
actual profitable output and dividends. 

There have been instances, it should 
be said, when under very favorable 
conditions deposits have been found 
to be outcropping, of such a value that 
there has been a profit in the ore almost 
from the inception, so that such enter- 
prises finance themselves. This was 
true of the early development of certain 
sections of Canada, such as the silver 
mines of Cobalt, and of the gold mines 
of Cripple Creek, Colorado, and Gold- 
field, Nevada, and a few other localities. 
Such a result is definitely the exception, 
however. 


Types of Securities Favored by Investors 


The most optimistic engineers (if 
a good one who is optimistic by nature 
can be found) will not contradict the 
statement that large mining enter- 
prises are generally attended with risks 
not usually inherent in other industries. 
Big as well as small mines, located in 
very mountainous countries where cli- 
matic conditions are severe, meet with 
fortuitous conditions which sometimes 
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interfere with regular operations {o, 
considerable periods. Other j important 
mines are sometimes located in coup. 
tries where unfriendly political condi- 
tions exist or in sections where labor js 
disturbed or recalcitrant. Conditions 
may also be cited which tend to bring 
about the unexpected rather more fre. 
quently than the anticipated. There 
is, therefore, a speculative aspect which. 
taking the industry as a whole, justifies 
one in expecting from it a greate; 
return than from an industry in which 
risks are diversified and in which mis- 
fortune in one particular direction 
would not necessarily cripple the entire 
business for any length of time. 

In the light of this, preferred shares 
or straight bonds have never been popv- 
lar with the American public Pe t 
do with mines. Strangely enough, onl; 
last year the Anglo-American Corpora- 
tion, one of the most important English 
holding companies and mining invest- 
ment trusts with strong American 
afhliations, divided its common-stock 
capital, consisting of £1 shares, int 
shares of 10s preference stock, bearing 
a 6% dividend rate, and a Ios common 
share. The remarks of the chairman 
of the meeting on the subject of the 
reorganization of capital are interesting, 
since they occurred at the very tim 
when we in this country were convert- 
ing bonds and preferred shares int 
common stock. His remarks follow 


“‘T will deal with the proposal to reor 
ganize the capital by dividing the ex! 
shares into 6% cumulative preference stoc! 
and new ordinary shares of 10s denom- 
nation. By converting the whole o! 
present capital in this way, it will 
recognised that every shareholder, be his 
holding large or small, is treated alike 
the proposals are adopted the holding 
preference stock and new ordinary | 
which a shareholder will receive in ex« 
for his present £1 shares will repr 
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y the same proportion of the Cor- 
n’s assets and profits as does his 

olding, whilst his voting power 
sunchanged. Toa shareholder who 
his whole interest, however, there is 
ference, viz., that he will receive a 

f his income at the half-year, and 
| meet in part the wishes which have 
eral occasions been expressed by 
lders. But your Directors feel 
principal advantage of the scheme 


e 


t by providing two classes of security, 


th its particular features, your Cor- 
will in future appeal to a wider 

f investors than hitherto. The 
ice of this aspect cannot be 
rated in the case of a Company like 
whose activities, as shown by its 
are continually expanding. The 
of the preference stock, both as 
capital and dividend, is quite 
and this fact, considered in 
with the substantial rate of 
makes the stock an investment 
f outstanding merit, the more so 
inlike a loan or debenture, its life is 
nited. As for the new 10s shares, 
they still are ordinary shares, their 
d prospects are obviously greatly 
1. ‘To summarise the position, no 
lder or section of shareholders 


Nai, 


ves preferential treatment, whilst the 


ibted benefits which attach to the 
can be enjoyed to the degree to 
each of them appeals to the individ- 
holder.” 
the preference share referred to 
ife as any mining security with 
rties in Africa can be, still to us 
ide of the Atlantic it would 
ore logical to invest, for the 
mentioned, in certain foreign 
nment bonds or American domes- 
ivertible debentures or preferred 
However, there seems to be a 
{ investors—probably many in 
rovinces or in Africa itself—who, 
his company highly and 


ng tamiliar with the details of its 


‘up, choose to hold the preferred 
y with limited return and with- 
€ opportunity of gaining fully 

the vicissitudes of a business 
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not bereft of speculative features. It 
is probably a fair assumption that many 
American holders of Anglo-American 
Corporation shares sold the preferred 
shares to which they were entitled and 
purchased common stock with the 
proceeds. 


Important Mining and Metallurgical 
Companies 


The two most important American 
mining companies are the Anaconda 
Copper Company and the Kennecott 
Copper Corporation, both of which 
are international in scope. ‘The life 
of their operations is certain to be 
very protracted. Similarly, the mines 
of the St. Joseph Lead Company, 
International Nickel Company, Alumi- 
num Company of America, Anglo- 
Chilean Consolidated Nitrate Corpora- 
tion and Consolidated Mining and 
Smelting Company of Canada, an 
important subsidiary of the Canadian 
Pacific Railroad, are of a type where the 
ore occurrence is of a nature to permit 
the estimation of ore reserves, with 
confidence that long life is assured. 
The same may be said of the Texas 
Gulf Sulphur Company and the New 
Jersey Zinc Company. The American 
Smelting and Refining Company, the 
United States Smelting, Refining and 
Mining Company and the American 
Metal Company are important mine 
operators, but their principal business 
is handling the products of mines for 
others on a custom basis. 

Aside from its interests in 
country, Anaconda, as well as Kenne- 
cott, owns important deposits in South 
America. The Anaconda is a large 
producer of all the major non-ferrous 
metals, whereas the Kennecott is es- 
sentially a holding company for some 
copper mines in the 


this 


of the largest 
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United States as well as for one of 
the world’s great copper mines in 
Chile. Both of these companies are 
not only producers but also fabricators 
of metal products, these being inte- 
grated operations. The question of 
developing new ore in the mining 
properties mentioned is, relatively, of 
no great import at this time, because 
of the size of the ore reserves which 
they now have developed. This is in 
contrast with properties of other com- 
panies, such as the mines of the Calu- 
met and Arizona Mining Company 
at Bisbee, Arizona, the Cerro de Pasco 
Copper Corporation in Peru and the 
Greene Cananea Copper Company, 
where the ore occurs in less regular 
masses and where conditions do not 
permit of economic development far 
in advance of extraction. Similarly, 
mines of the type of the Hollinger gold 
mine and McIntyre Porcupine, both 
in Canada, or Park Utah, a lead 
property in Utah, may continue to 
operate for very many years, but the 
accurate estimation of a long life at 
any given time is essentially difficult. 
While the history of the mineral and 
geological conditions may give every 
confidence for a long-term prediction, 
it is impossible long in advance to 
give figures on tonnage with definite 
assurance, and so the valuation of the 
securities is more uncertain. Some- 
times there is enough mystery about 
this sort of thing to lend a color which 
greatly appeals to prospective share- 
holders, so that a security of such a 
mine may sell on a higher basis than 
one where there is much less certainty 
about the destiny of the property for a 
Really only 
with 


period of years ahead. 


those who live in close contact 
properties of this type are fully compe- 
tent, from experience, to weigh the vari- 
ous conditions and evaluate them. 
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The New Copper Field in Africa 


An experience, which is interesting 
because it is recent and because of the 
great importance of the development. 
is the discovery of the previously 
mentioned new copper field in Rhodesia. 
South Central Africa. The result of 
this development is that Great Britain. 
hitherto dependent upon the outside 
world for its copper supply, now finds 
itself politically dominant over an area 
which will provide copper for all its 
requirements, and in a few years wil 
be exporting this material to foreign 
countries. 

It has been known fur some years 
that copper existed in Central Africa, 
the Katanga operation of the Belgians 
in the Congo being one of the out- 
standing developments of the past 
twenty years. However, that there 
were commercial possibilities almost 
at the door of Katanga’s operations, 
but south of it, and that there was a 
basis for the Rhodesian enterprise, it 
now appears were both only vaguely 
realized. These Rhodesian deposits, 
fortunately, gave evidences at the sur- 
face, and it remained for certain Ameri- 
cans to gather up important holdings 
in that territory and call the world’s 
attention to their importance. The 
English had been there too—lieuten- 
ants of Cecil Rhodes, well within 
living memory—but the English public 
was more engrossed with the gold 
properties of South Africa, in connec- 
tion with which original engineering 
work the Americans were also s0 
strongly identified. Copper held little 
interest for the British except for 
trading in ‘‘futures” in London, where 
the world’s market in this metal was 
centered until recently. The English 
did make an effort, with the Bwana 
M’Kubwa Mine in Northern Rhodesia, 


which company was registered as re- 
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-as 1922, but they worked upon an 
deposit of indifferent merit from the 
ips int both of size and composition. 

Americans took an interest in 

sceeean but they never played a 
inant part in its promotion, and the 
ana M’Kubwa securities during this 

declined as the limitations of this 
iness became evident. 

\leantime, outcrops previously men- 

ned but of a different type from the 
itcrops of Bwana M’Kubwa were 

scene of vigorous investigation 

the part of certain Americans, and 
while the English were in a funk about 
work that they had undertaken 
Roan Antelope Copper Mines, 
Limited, was registered in 1927 to 
juire property which is now the 
isis of that large construction pro- 

m. The ore here, however, was of 
a different nature from that of the 
Bw M’Kubwa operation described 

| of a nature readily recognized 
being susceptible of profitable exploi- 

n. The adversities of the Bwana 

\? Kubwa Company were meantime 
lleviated by the discovery on their 
ground of another deposit similar to 
t of Roan Antelope, with the result 
hat the entire field is the scene at 
is time of great activity, and several 

| our most important mining corpora- 
tions in New Yorkare largely interested. 

\bout twenty-five companies are now 
active there. 

Within a period of about two years 
ns have been laid and partly exe- 
ited, looking to the production of an 
int of copper which is likely within 
ten years to equal half the present 
total production of the United States, 
the securities of four of these 
mpanies are selling on the market 
lay for about $1 80,000,000. ! 


*3 telope—the shares of which are traded 
New York Curb as well as in London—has 
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Valuation of Mining Securities 


The valuation of mining securities is 
sometimes relatively simple, particu- 
larly where development has_ been 
carried forward on such a scale as to 
render it practically certain that the 
mine will yield a definite tonnage within 
a particular time. The question as to 
what market price to use for the 
product, in order to figure profit over 
that period, however, is a question 
always attended by conjecture. Due 
to great improvement in the metallurgi- 
cal arts, the world’s metals are not 
costing much more to produce today 
than formerly, despite the fact that 
wages and materials are considerably 
higher in price. In valuing a deposit 
of ore, one must, of course, assume 
that the deposit will yield a certain 
minimum amount of metal, and the 
figure used for extraction is naturally 
based upon the status of the art at 
that time. Such great strides have been 
made in the past score of years, how- 
ever, that it is doubtful, in the case of 
many of the metals, if much greater 
metallurgical extractions can be accom- 
plished. Certain it is, of course, 
that there remains less room for im- 
provement than formerly. Considera- 
ble scope remains, however, for even 
greater efficiency in the handling of 
ore underground and in process, which 
can bring about a still further loweri ring 
in cost of production. Likewise, in 


had two issues of stock on the New York market, 
underwritten by important New York houses. It is 
reported in London that the financing of an existing 
English Company known as the Rhodesian Selection 
Trust, also American-controlled, will probably soon 
make its appearance in New York. The issued 
capital of this company enjoys a market value 
amounting to $45,000,000. The Bwana M’Kubwa 
shares—English-controlled, but with substantial 
American interest on the part of the American Metal 
Company, Newmont Corporation, Mayflower Associ- 
ates, International Mining Investment Trust and 
others—are also dealt in on the New York Curb. 
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other allied industries, improvements 
can bring about a lowering of cost of 
equipment which will mean a decrease 
in capital expense. All of these items 
are tantamount to making it possible 
either to realize a larger monetary 
return on a given grade of ore or to 
handle still lower grades of ore with 
equal profit. It is this sequence which 
accounts for the fact that the ore 
reserves of quite a number of mines are 
greater now than they were years ago, 
rock formerly considered non-com- 
mercial now being the basis of the 
enterprises. 

In arriving at the price to be used 
for a commodity, in order to make a 
valuation of a property and thus deter- 
mine a fair price for its securities, it be- 
comes necessary to consult statistical 
records. Only in that way can one who 
wishes to know what has happened in 
the past hope to secure some basis for 
judging future development. Many, 
however, have not been relying so 
much these days on history as on imagi- 
nation, and while those who have good 
imaginations tempered by sound judg- 
ment will no doubt go down into his- 
tory, there are those who are prone to 
throw history into the discard and who, 
relying entirely on what they call “the 
new order of things,” will pass out of 
history. It is true, though, that condi- 
tions are so changeable that to expect 
exact repetition of past performance is 
also sure to mislead one. Demand and 
supply at any given time is the most 
reasonable guide. 

The objection to a statistical study 
seems to be that it takes too long to 
find out whether or not the basis 
arrived at, and the conclusions derived, 
are right or wrong; in the meantime, 
the changes of fortune are sometimes 
very disturbing. If, for example, one 
figures the price of a commodity on 


HARVARD BUSINESS REVIEW 


the average over a certain Period of 
years and makes a valuation of the 
security on that basis, that does not 
preclude a severe drop in the price of 
that commodity very shortly after the 
calculation has been made. Then, too, 
a range of price may continue for , 
considerable period materially lower 
than the average price predicted upon 
the basis of statistical data. Of course 
the conditions work both ways, but it 
seems that somehow most people are 
more sold out before an unexpected rise 
than before an unexpected recession, 
Nevertheless, the best that can be 
done is to use a figure for a commodity 
that is not out of line with what is 
considered normal, and then at each 
juncture, when a calculation is in 
process, secure the opinion of those 
considered to have the best commercial 
judgment. 

The anticipation of shortages is usu- 
ally erroneous. An example of this is 
the years of prophecy in the oil indus- 
try that reserves were being alarmingly 
depleted. Somehow nature takes care 
of these situations, and if there is 
to be a quarrel on the part of anybody 
in the oil industry, it is with Dame 
Nature and the newly developed sci- 
ences for oil finding. 

Having arrived at a price to use for 
the commodity, we usually feel that 
if a security is earning, after taxes, 
depletion and numerous other lesser 
charges, approximately 10% of what 
it is selling for, it is reasonably priced, 
provided the property has known or 
reasonably assured ore developed suffi- 
ciently to continue that rate of earn- 
ings for approximately twenty years. 
There are some mining properties where 
the ore occurrence is of such a nature 
that years of supply of ore can not be 
developed in advance; either because 
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-k would be a total loss afterwards, 

else because the ore deposits are 

‘rrecular, even though faithful in 
epetition, that development long in 
vance is impractical. 


ul 


Mining Share Markets and Public 
Information 


‘s open and consequently this 


On frequent occasions mining men 
eceive queries attended with enthu- 
m bearing upon some particular 
mil ing company which appears to 
have large cash resources—several mil- 
lion dollars on call; earnings of a sub- 
stantial nature according to a previous 


nnual report and recent literature; 


Slas 


a dividend return in all respects grati- 


ying, and current assets substantially 
in excess of liabilities. The conditions 
rounding this company in respect 
its ore reserves, however, may be 
h that, not alone are these reserves 


AX 


fair rate of interest, but the cash 
resources may have been built up 
because of a temporary abnormal price 
of the metal, and the ore reserves may 
be of a grade which would yield little 
r no profit with a normal price for the 

mmodity which the mine produces. 

lf one can not resist the urge to 
purchase shares of an individual mine, 
ne can do nothing more reasonable 
than to confine oneself to a large mine, 
the product of which is derived from 
a low-grade ore, occurring either in 
large Masses or in very persistent veins 
; substantial width. This, because 
the history of these properties on the 
whole has involved a consistent replace- 
ment of new ore for that which has 
been mined out. A further feature is 
that the advance in mining and metal- 
lurgical science brings about constant 
improvements, making it possible prof- 
bly to mine lower and lower grade 
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ores, which brings into the commercial 
class rock which previously was not 
considered an asset. 

Due, no doubt, to modern means of 
transportation, the United States has 
not in recent years been a fruitful 
field in the search for new mines, for 
instances have been rare during the 
past fifteen years when new mines 
of consequence have been discovered. 
The fields of greatest promise in the 
world today are Africa and Canada 
and certain parts of Australia. Rus- 
sia and Siberia are very important 
but they are necessarily omitted be- 
cause of political considerations. 

The temptation of putting one’s 
money into the shares of a mining 
company which is not supported by 
substantial financial affiliation should 
be resisted. Merely because this affili- 
ation is substantial, however, is, in 
itself, not quite sufficient, because the 
banking house may have every quali- 
fication except that it may know little 
about the mining industry. It is desir- 
able that the security be fostered by 
interests affiliated with the mining 
business or experienced in the issue 
of mining securities. 

As previously pointed out, the United 
States predominates in the production 
of practically every important metal, 
and it is this situation that accounts 
for the fact that so many mining secu- 
rities are being dealt in here. Mining 
markets in London, however, are of 
even larger scope than those which we 
have here, with a larger public parti- 
cipation in mining shares in London 
than in New York. This probably 
has come about despite the fact that the 
British Isles are not a great influence 
from the standpoint of metal pro- 
duction, probably because English 
financial houses take the public more 
into their confidence than is the case 
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here—a practice which may be readily 
observed by perusing the English finan- 
cial newspapers. ‘This policy has cre- 
ated a large class of people who write 
intelligently about mining affairs, and 
the opportunity for the average investor 
in London to apprise himself of the 
progress of the company in which he 
is interested is very much greater 
than in New York. If an English 
mining share has a sudden significant 
rise or fall, and if it later develops that 
the information which caused it was 
delayed in submission to the public, 
attitude of tolerance is 
for protest is immediately 


no calm 
observed, 
registered. 

At this writing, development of the 
great new copper field in Northern 
Rhodesia is taking place. Shares of 
these companies are quite 
extensively held in the United States, 
and a market in New York for them 
now exists. Almost daily the London 
press gives the result of the develop- 
ment work in detail for the week, 
for one or another of these companies, 
pointing out the importance or nega- 
tiveness of such development when 
such comment appears appropriate. 
Concurrently, a very great deposit of 
ore is being developed in Canada by 
an American-controlled company hav- 
ing thousands of shareholders who, 
while they find daily quotations of the 
shares on the New York Stock Ex- 
change, must wait patiently sometimes 
for months for the scantiest reference 
to progress of this development. It 
is noticeable that in many instances 
one must await the arrival of a time 
when additional capital is needed, to 
ascertain the detailed status of a busi- 
information share- 
times may not be 
It would not be fair 
not exceptions, 


some of 


ness; with which 
holders at other 
amply provided. 

that there 


to say are 
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for some of the American porphyry- 
mining companies issued quarterly re. 
ports during their development stage 
and from time to time published j; 
formation in respect to developmen: 
progress, and at present are publishing 
quarterly reports with regard to pro- 
duction and profit. On the whole. 
however, the policy of the larger Ameri- 
can and Canadian companies is not to 
give publicity as to progress at the 
mine, at least to the degree that js 
practiced in England. It is probably 
because of this policy that there ar 
fewer individuals here than abroad who 
own mining shares, which is anothe: 
way of stressing the thought that 
mining shares enjoy greater prestige 
on the other side and are not looked 
upon solely as speculations. 


American Interest in Foreign 
Mining Securities 


The advent of the activities of Ameri- 
can bankers in the financing of mining 
companies domiciled abroad is rela- 
tively new. One writer on mining sub- 
jects, as early as 1915, remarked: “A 
combination of circumstances promises 
to have its effect, in that mining enter- 
prises, though located at great distanc 
abroad, will now be considered more 
seriously by American interests. The 
results will be that foreign minin 
shores in volume, where they have 
thus far been more or less of a curiosity. 
The eventual development will be t! 
formation of American companies 
these properties, wherever be their 
location abroad.” 

This development, however, did not 
come so rapidly as the writer gave t! 
impression that it would, for the only 
foreign mining securities which have 
found a market here since that tim 
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are Rand Mines and Investment, an 
English holding company; DeBeers 
‘snsolidated Mines, Limited, a very 
‘mportant South African diamond oper- 
‘tion: Patino Mines, the premier tin 
min _ located in Bolivia; Burma Cor- 
ration, a large lead-zinc-silver prop- 
in Burma, one of the successes 

‘th which President Hoover was iden- 
tified in his engineering days; and the 
thodesian properties previously men- 
tioned. These securities in part are 
lealt in on the New York Stock Ex- 

inge. This is not a very long list, 

it the circle of American individuals 
investment trusts that find it of 
advantage to invest in foreign mining 
securities is quite large; in fact, among 
ertain ones, such activity is a daily 
rccurrence. 

It is a fact that the English are much 
more prone to deal in our mining secur- 
ities than we are in theirs. This is 
rather more because of their inter- 
national view-point? (a qualification 

w in developing in this country), 
than it is because of the degree of merit 
' the enterprises, for some of the 
English mining securities are of major 
quality, comparable in merit with the 
better ones of our own. Somehow, 
when it comes to mining securities, 
even of the better class, there is 
greater reluctance on the part of the 
American moneyed interests and the 
public to invest than there is abroad. 
This is accounted for partly by the 
large measure of diversion of attention 

new enterprises in other industries 


existing here and partly by the re- 


stricted policy in the matter of publicity 
in the United States as compared to 
that enjoyed in England. 


__ See Muchnic, George: “Are Foreign Securities 


rvalued in the American Market?’ HARVARD 
SS REVIEW, April, 1930. 


Investment Trusts and Mining Securities 


Up to the present there have been 
but few investment trusts which spe- 
cialize in mining securities and in which 
the public may participate. 

The Newmont Corporation is, in a 
sense, an investment trust, but not 
quite as they are generally recognized 
here, for the reason that its portfolio 
is limited. The policy of this company 
is rather to take an active part in the 
management of corporations in which 
it holds very substantial share inter- 
ests; Newmont is therefore more a 
holding corporation. Mayflower As- 
sociates is another of the well-sponsored 
investment trusts largely interested in 
mining securities. In both of these 
the organizers or sponsors have large 
holdings; this is an advantage in that 
it spells greater diligence on the part 
of the controlling interests. Metal and 
Mining Shares, Incorporated, estab- 
lished in recent years, is also on the 
market. ‘There are a few other invest- 
ment trusts interested largely in mining 
securities, and one or two in the mak- 
ing. ‘The most recent ones have placed 
their shares privately. Some of the 
general investment-trust companies 
hold shares of the mining trusts, a 
satisfactory method of investment in 
the mining industry. 

The general advantages of invest- 
ment trusts are as well known as are the 
weak points. If one not in theindustry 
confines his mining investments to 
companies of the nature previously 
outlined or to mining-investment trusts, 
his investment is more likely to prove 
profitable over the years than if placed 
in mining securities generally, but it 
is more difficult to decide as to the 
price to pay for investment-trust secur- 
ities than for shares of companies own- 
ing individual mines. All trust shares 
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have had a tendency to sell substan- 
tially above book value, and it is difh- 
cult to convert the degree of value of 
management into dollars per share for 
any particular situation. 

On the whole, most investment trusts 
give rather scanty information to their 
shareholders, and unless very frequent 
reports are published as to the opera- 
tions of the trust, which is not always 
practicable, it is difficult to conclude 
what is a fair price to pay for this 
type of shares. Some trusts publish 
their portfolios once a year; others do 
not publish this information at all. 
Only confidence in the ability of the 
management, and the annual earning 
results over a period, can be a guide. 
The publication of the portfolio need 
not be considered too seriously, be- 
cause certain securities may have been 
held for a considerable time and may 
possibly have been disposed of before 
the publication of reports. A company 
may have definite views as to the 
price at which it desires to purchase or 
sell a certain security and thus may 
have acted on more than one occasion 
during the period. The annual report 
would give no evidence of such in- 
terim transactions, so that the publica- 
tion at long intervals of a list showing 
such securities as investment trusts 
are holding at a particular time may, 
after all, be unimportant from the 
standpoint of the shareholder—there 
being little basis to derive therefrom a 
figure for liquidating value, unless the 
full financial position of the company is 
shown. 

Few of the investment trusts have 
been in operation long enough in this 
country to enable one to judge defi- 
nitely as to their merit on the basis of 
performance, especially because of the 
fact that the period through which 


most of them have been operating 
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has been until recently one of generally 
ascending markets. Nevertheless, es. 
pecially in the matter of mining securi- 
ties, investment trusts which, generally 
speaking, are sponsored by successfy| 
established concerns with reputations 
for integrity, are probably a more 
desirable form of investment than 
individual mining companies. They 
know where to turn to engage the best 
talent; through their contacts in the 
industry they are in a position to secure 
reliable data; and they can afford to 
bear the expense of close field investiga- 
tion. Most of the existing trusts are 
directed by the best available talent, 
and it is a fair assumption that if they 
can not be successful in any period, 
the average individual could not have 
been either. In the case of the mining 
trusts, this is a certainty. Not a great 
deal of experience has as yet been had 
during periods of adversity. If a com- 
pany of this type can weather a year 
of stress with attendant declining mar- 
kets and still show no loss for the 
period, that is a performance which 
few individuals can show. If share- 
holders in investment trusts find it no 
more difficult to effect loans on their 
shares in bad times than they were 
accustomed to experience with thei 
other securities, and if a policy of rea- 
sonable publicity is maintained as to 
progress of these concerns, then invest- 
ment-trust securities should again 
become popular. The record of numer- 
ous mining-investment trusts in Eng- 
land has extended over a long period 
of years. The test of permanent 
popularity in the United States will 
not be measured by past earnings s 
largely as by performance, especiall 
during such a time as the present when 
the vicissitudes of business have brought 
about a period of lower consumpti! 
of commodities. 





generally 
eless, es. 
12 securi- 
generally 
uccessfy| 
Dutations 
a more 
nt than 
3. They 
the best 
$ in the 
tO secure 
ifford to 
ivestiga- 
UuStS are 
> talent, 
t if they 
period, 
ot have 
- Mining 
a great 
een had 
a com- 
a year 
1g mar- 
for the 
which 
share- 
d it no 
n their 
y were 
1 their 
of rea- 
as to 
invest- 
again 
1umer- 
| Eng- 
period 
1anent 
$s will 
Ags So 
cially 
when 
ought 
\ptior 





PRICES IN CHAIN AND INDEPENDENT 
GROCERY STORES IN DURHAM, 
NORTH CAROLINA 


By MALCOLM D. TAYLOR 


Opposition to Chain Stores in the South 


HERE has been considerable dis- 

cussion in recent months as to 

whether or not chain stores 
actually undersell individually owned 
stores! when the additional services 
offered by independents are considered. 
Interest in this phase of retail distribu- 
tion is most in evidence in sections 
where the independents are actively 
engaged in a fight with the chains. 
Although opposition to chain stores is 
general throughout the South, it has 
been especially severe in North Caro- 
lina. Here the opposition has assumed 
two forms; first, an attempt to secure 
legislation unfavorable to the growth 
of the chains and, second, a more or 
less concerted effort on the part of 
local chambers of commerce and civic 
organizations to induce consumers to 
trade at independent stores. 

That the independent merchants of 
the State are not without influence in 
the Legislature is evidenced by the 
fact that North Carolina now has 
its second anti-chain-store law. The 
first law was declared unconstitutional 
both by the Superior Court and by the 
State SupremeCourt. The second law, 
which was attacked by the chains on 
the grounds that it, too, was in viola- 
tion of both the state and federal 
constitutions, has been upheld in the 
Superior Court and is now before 

See Alexander, R. S., “A Study in Retail Grocery 
Prices,” New York Journal of Commerce, in which a 


survey of stores in New York City showed quite 
cifferent results from the following. Ed. 


the State Supreme Court for decision. 
Under the provisions of this law all 
firms operating two or more stores in 
the State are taxed $50 annually on 
each store operated in excess of one. 
The law reads as follows: 


Every person, firm, or corporation en- 
gaged in the business of operating or 
maintaining in this State, under the same 
general management, supervision, or owner- 
ship, two or more stores or mercantile 
establishments where goods, wares, and/or 
merchandise is sold or offered for sale at 
retail shall be deemed a branch or chain 
store operator; shall apply for and obtain 
from the Commissioner of Revenue a State 
license for the privilege of engaging in such 
business of a branch or chain store operator, 
and shall pay for such license fifty dollars 
($50.00) on each and every such store 
operated in this State in excess of one. 

(a) This section shall not apply to the 
business taxed under section 153 of this 
article. 

(b) Counties shall not levy a license tax 
on the business taxed under this section, 
but cities and towns may levy a license tax 
not in excess of the tax levied by the State.? 


The anti-chain propaganda of local 
chambers of commerce and trade asso- 
ciations has assumed the form of paid 
advertisements in the newspapers, 
public meetings in which local or out- 
side speakers denounce the chains, and 
radio broadcasting from local broad- 
casting stations. Campaigns have 
been launched against the chains in 
several cities and towns, among them 
Charlotte, Greensboro, Henderson- 
ville, Burlington, and Hickory. A 


2 Section 162 of the Revenue Act. 
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Citizens’ Protective League was formed 
recently in Charlotte by a convention 
of independent merchants from North 
and South Carolina and a radio cam- 
directed against chain stores 
was planned. The Greensboro News 
for February 13, 1929, carried an 
account of a meeting of the Guilford 
County Community Builders at which 
a report was given of the activities of 
four women who were canvassing in 
High Point and Greensboro in an 
effort to pledge consumers to trade 
with independent stores. 

Many of the contentions advanced in 
this controversy by representatives of 
both independents and chains have 
seemed unwarranted and exaggerated 
if not intentionally misleading. When 
the question of relative prices charged 
is discussed, speakers from both sides, 
unhampered by statistics on this sub- 
ject—for there are few available 
often appear to be limited only by 
the extent of their imaginations in 
quoting figures which bear out their 
assertions. It was in an effort to arrive 
at the truth regarding differences in 
prices charged in North Carolina that 
this study was undertaken. 

Durham is a typical North Carolina 
city. It is the fourth city in size in 
the State, with a population of 42,258 
according to a special census taken in 
1925 at the time that the corporate 
limits extended. The present 
population is estimated at 48,600; 
68.3% of the people are native-born 
whites, 31.2% are blacks and 0.5% 
are foreign-born whites. 

The principal industries are tobacco 
and textile manufacturing. In addi- 
tion there are lumber, tool, fertilizer, 
A total of 13,000 
employed by 


paign 





were 


and flour factories. 
persons is said to be 
the sixty manufacturing enterprises in 
the city, and the annual pay roll is re- 


4160 
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ported to be in excess of $13,000,000 
Durham is also the seat of Duke Uni. 
versity. 

As far as could be determined, the 
situation as regards the distribution 
and sale of groceries at retail in Durham 
differs in no important respect from 
that in other large North Caroling 
cities. In the small towns in the 
eastern part of the State it is probable 
that independent merchants are at 
present doing relatively a much larger 
part of the business than in Durham. 
first because unsatisfactory farming 
conditions have forced consumers to 
buy “‘on time” and, second, because of 
the established custom whereby a ten- 
ant charges his groceries to the account 
of his landlord with the understanding 
that the bill will be paid at the time 
that the crops are sold. 


Choice of Branded Articles Studied 


Seventy-three nationally advertised 
articles were selected for comparison 
of prices. The choice of these articles 
was governed by several considerations: 
First, it was necessary that the branded 
goods chosen be sold by both chain 
organizations and independent stores, 
and that the quality be uniform. 
Second, it was desirable that the brand 
be found in a majority of stores 
regardless of size and location. Third, 
the brand should be one that could be 
easily recognized by the interviewer 
and about which little confusion 
would arise regarding size. Fourth, 
as far as possible, brands chosen should 
be representative of those used in 
the average home; in other words, 
few “fancy” groceries should be in- 
cluded. Fifth, the articles selected, 
in so far as consistent with the above, 
should give a true cross-section of the 
stock of branded goods carried by 


grocers. Several lines could not be 
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-epresented, of course, because of the 
-bsence of standardized brands. 
~ It was first planned to select repre- 
-entative brands in all of the 43 
diferent classes of food articles which 
the Bureau of Labor Statistics used in 
constructing its index numbers repre- 
senting changes in annual expenditure 
for food by the average family. This 
would seem to offer an ideal method of 
comparison since the Bureau’s weights, 
representing the annual consumption 
ser family of each article, could be 
used in determining the annual cost 
a family’s food in Durham (a) 
when purchased at an independent store 
1 (b) when purchased at a chain 


store. 

This method, however, offered prac- 
tical difficulties. In the first place, 
several of the commodities such as 
sirloin steak, round steak, rib roast 
and other meats (with the exception of 
bacon) were sold unbranded, and the 
quality of product carried in different 
stores was not comparable. Steak in 
one store at 50 cents a pound might 
actually be cheaper than that sold by a 
competitor at 40 cents. Even where 
meats were branded, the quality was 
not exactly comparable. The same 
dithculty was faced in the selection of 
fruits and vegetables sold in bulk, such 
as bananas, oranges, prunes, cabbage, 
onions, potatoes and navy beans. A 
second objection to the use of the Bu- 
reau’s classification of products was 
that its extensive investigations, which 
were made in order to determine the 
annual consumption of average families 
in different sections of the United 
States, were carried on in 1918, and 
‘ood habits have changed since that 
time. For example, it is thought that 
‘ess corn-meal and meat and more fresh 
vegetables and milk are now used in 

is section of the South than in 1918. 


The weights undoubtedly have changed 
on many other products. A_ third 
difficulty lay in the fact that we were 
also interested in comparing prices for 
non-food products, such as soaps and 
cleaning powders. Moreover, several 
important food products were omitted 
from the Bureau’s classification, for 
example, canned peaches, canned pine- 
apple, and corn syrup. 

It was decided to select articles 
representative of those included in the 
Bureau’s list only where the same 
brand was sold in the majority of stores. 
Many other branded products meeting 
the requirements of comparable quality 
and size were added. ‘The list may 
appear to include too many soaps 
and breakfast foods, but this was 
intentional as it was desired to find out 
to what extent these products were 
being used as “‘leaders”’ in chain stores. 

The questionnaire form on which the 
information obtained from each retailer 
was recorded is shown in Table I. In 
the space at the bottom, the interviewer 
noted the ‘“‘services’’ which the store 
offered in addition to the information 
indicated on the blank.? 


8 When the price questionnaires were being tabu- 
lated it was found that the information regarding 
services rendered customers was incomplete. The 
questionnaire printed below was, therefore, mailed 
to all independent stores with an accompanying letter 
of explanation. The letter was addressed to the 
person whom the student had interviewed. A few of 
the retailers were called on the telephone or seen 
personally. 

No. Name of Store 

1. Which of the following ‘‘services” do you offer to 

your customers: 


Charge Accounts? Yes No 
Delivery Services? Yes No 
Telephone Orders? Yes No 


2. Approximately what per cent of your business 
is for cash? % What percent charge? % 
3. Are your cash prices and charge prices the 
same? Yes No If not, approximately how 
much do they differ? 
. Do you buy in cooperation with other retailers? 


Yes No If so, what products? 
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TasBLe [. QuesTIONNAIRE USED IN Price Stupy 








EEO Te ee eT ee er ae TE ce Address. , ih even 
Primary Shopping Center Secondary Shopping Center Neighborhood Store 
| *Price *Pr., 
(1) | (2) I 

Bacon, Brookfield, 1 lb. box Milk, Borden's Eagle, 15 oz 

Bacon, Sunnyfield, 1 lb. box | Milk, Carnation, 16 oz 

Baking Powder, Royal, 12 oz } Milk, Carnation, 6 oz 

Baking Powder, Rumford, 16 oz Mustard, Coleman's, 2 oz 

Baking Powder, Calumet, 16 oz . q <= Mustard, French's, 9 oz 

Beans, Campbell's i Oats, Quaker, 20 oz. box 

Beans, Heinz's Oleomargarine, Nucoa, 1 ]b.. 

Bon Ami, cakes | Pancake Flour, Aunt Jemima, 134 lb 
Borax, Mule Team, 16 oz | Peaches, Del Monte, No. 234.. 
Bran, Kellogg's | Pineapple, Del Monte, No. 2 
Butter, Brookfield, 1 1b | Pineapple, Libby, No. 2 sliced 
Catsup, Heinz’s, 14 0z | Postum, Instant, 4 oz 

Cheese, Kraft American, 4 lb Post Toasties 

Cheese, Kraft Swiss, 44 Ib Puffed Rice ; 
Chocolate, Baker’s Premium, 49 lb : Puffed Wheat. 

Cleanser, Old Dutch Raisins, Sun Maid, Puffed._ 

Cocoa, Baker's, 44 Ib i Raisins, Del Monte, Seeded 
Cocomalt, 44 Ib. can Salad Dressing, Duke’s, 8 oz 
Coconut, Baker's, moist, 4 Ib Salad Dressing, Gelfand’s, 8 oz 

( nut, Dromedary ; Salt, Morton's, 26 oz. ; 

Coffee, Maxwell House, 1 Ib. tins Salt, Shaker, 2 Ib. pkg.... 

Coffee, Whitehouse, 1 Ib Shredded Wheat 


Corn Flakes, Kellogg's, 8 oz. box 
Corn Starch, Argo, 1 1b 


Soap, Fairy 
Soap, Fels Naphtha. 


Corn Syrup, Karo, Blue Lab. 149 lb | Soap, Ivory, Laundry, Med 
Corn Syrup, Karo, Blue Lab. ro lb . g Soap, P and G 
Cream of Wheat, 28 oz. box | ~ | Soap, Lifebuoy ‘ 
Crisc 1 lb | } Soap, Octagon, Laundry size 
Fl Gold Medal, 34% Ib. bags | | Soap, Palmolive... 
Flour, Pillsbury, 24 lb Soup, Campbell's Tomato 
Gelatine, Knox | Syrup, Log Cabin, 12 oz 
Grape Juice, Welch, 1 pint | | Tapioca, Minute, 8 oz 

{ 


Gold Dust 


: x 
Grape Nuts 


Tea, Lipton’s, % Ib 

Tea, Tetley, 44 Ib 

| Uneeda Biscuit, Small box 
ward, Snowdrift, 6 Ib. pail | Wesson Oil, quart 


I 
Lard, Swift Jewel, 8 lb. pail Wheatena, 22 oz. box 
Lux 

















Chain | Independent Investigator’s name 
Date.. 
Grocery Person Interviewed 
General Does store buy coope pede ? 
Fruits and Vegetables What products? 
Meats, Poultry and Fish : 
Other Is store a member of a “‘ voluntary"’ chain? 
* (1) Price per unit as printed. 
2) If some other unit is used, put price in the second 
c in and write in the unit to which price refers. 
‘ : ‘ - f +} had | 
Method of Investigation Commerce, several of whom hac 


The study was made on Tuesday, De- experience in either ret tail or whol lesa 
cember 10, 1929. No special post- 8focery spe wine - ‘eniee~-*3 
Thanksgiving or pre-Christmas sales ton under the writer’s direction. “1 
were being held in any of the stores work was entirely voluntary on they 
visited. Ten seniors in the School of part and had nothing to do wit 
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.ss requirements. They cooperated 


*9)) 


UC 


+) 
LULL 


se they were interested in the 
iy, They were carefully instructed 
nethods of investigation, and every 


au 


srecaution was taken to insure ac- 


+} 
( 


-y, Each investigator was fur- 


ar) 


hed with a list of the stores that he 


nicer 
LLOLILA 


S 


to visit and with a map showing 


t 


ir approximate location. 

Every grocery store in the city was 
visited, neighborhood stores as well as 
res in the primary and secondary 


nping centers. Information was re- 


fused in only one independent store of a 
size large enough to be significant, and 
this was not one of the leading stores. 


Te 


chain stores declined to give prices; 


Xv 


inasmuch as one of these belonged to an 


be al 


nization, nine stores of which are 


included in the study, and the other to 


furnished information, the results of 
the study are not changed by this 


TY 


organization in which five stores 


mission. 


Returns were secured from a total 


93 stores, 24 of which were chain 
stores and 69 individually owned. ‘The 
number of stores actually visited was 


r 
i 


e than 100, but investigators were 


instructed not to fill out a blank where 
was clearly evident that the store 


it 
it 


U 


° 4 
wt 
iu 


t 


nit 

tabulation, as they had prices on too 
few of the brands listed. The conclu- 
ions of this study, therefore, are based 
on prices secured from 62 unit stores 
and 24 chain stores. 


q) 


not carry half of the articles on the 
Seven of the blanks secured from 
stores were not included in the 


Character of Stores Studied 


X CNain-store organizations are 


represented in the study: The Great 
Auantic and Pacific Tea Company 
stores), Piggly Wiggly (3 stores, 
owned by the Milner Stores Company 


tr 
VV 


} 


Icn 


Operates approximately 29 Pig- 


gly Wiggly stores in the State), David 
Pender Grocery Company (5 stores), 
Jamison Stores Company (3 stores), 
Universal Stores (3 stores), and Na- 
tional Bellas Hess Company, Incor- 
porated (1 store). Four of the chains 
listed might be classed as belonging 
to national chain-store organizations 
which operate stores outside of North 
Carolina, one of the chains is local, and 
the other chain operates stores in other 
cities but its activities are confined to 
the State. 

It should be pointed out that one 
store in this group gives “service,” 
including charge accounts, delivery and 
telephone orders. Approximately 45% 
of its sales are on a cash basis. ‘The 
inclusion of this “‘service’’ chain store 
in the group is offset by the fact that 
one independent store, which is a mem- 
ber of a voluntary chain and sells only 
on a cash-and-carry basis, is listed with 
independent stores. 

Practices regarding ‘“‘services’’ of- 
fered by the independent stores varied 
widely in the 62 unit stores included in 
the study. One store, as mentioned 
before, belonged to a voluntary chain 
and was operated on a strictly cash- 
and-carry basis. One of the smaller 
stores did not give delivery service or 
accept telephone orders, but 75% of its 
business was on a “charge” basis. In 
another small grocery, merchandise 
was delivered and telephone orders 
were taken, but all sales were for cash. 
Prices in the two stores mentioned, 
however, were approximately the same 
as those charged by competitors giving 
full service. 

Fifteen of the independent retailers 
visited stated that their “cash” prices 
and “charge” prices differed. This 
divergence in price usually took the 
form of a discount for cash on large 
bills. Two of the smaller retailers 
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stated frankly that their cash discount 
varied depending on the insistence 
of the customer, the better stores 
however having some uniform policy 
to which they adhered. For example, 


one large store gave 5% off for 
bills paid within a week, another, 


10% off for cash on purchases of $5 
or more. One of the most enterprising 
and progressive dealers visited had two 
sets of prices on all his merchandise, 
the cash price being approximately 
10% to 15% lower. Two thirds of 
his sales were on a cash basis. The 
discount given for cash in the fifteen 
stores mentioned is summarized below: 


6 gave a discount of 10% 
‘“<s 5% 
2to 5% 


had no definite policy. 


5 
s “ec “ 
- 
* 
~ 


A study of the individual returns 
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Statistical Methods Used In Study 


Prices from the 86 questionnaires 
were first listed by products on specia| 
listing sheets arranged so that the 
source of every quotation was indicated 
by the number of the questionnaire 
from which it was taken. Chain stores 
and unit stores were listed separately. 
The method used is_ illustrated, in 
Table II below, for six articles. Where 
the price did not refer to the unit 
printed on the questionnaire, the quota- 
tion was written in the second column. 

Next, the data on the listing sheets 
were tabulated and summarized by 
prices. During the interview, if 4 
dealer first stated the price of an 
article as “‘two for a quarter,” the 
student recorded it as 1214 cents. If 
he first stated the price as 15 cents but 
later said that he sold it at “‘two for a 





revealed no significant differences in uarter,” both prices were recorded. 
é b J 
Taste II. Price-Listinc SHEET FoR INDEPENDENT STORES 
| Mustard Oats | Oleomargarine | Pancake Flour | Peaches Pineapple 
Quest. | ‘‘French’s”’ “Quaker” “Nucoa” “Aunt Jemima” *“Del Monte” | “Del Monte” 
Num- | — ‘ 
ber , | Can Can 
9 OZ. 1 |b. 114 Ib. | $24 $o 
eS 
25 15 Is 2-25 | a Sree ; SE Tivereeckee eam bubeneeey 30 
26 15 13 2-25 25 | 18 | 2-35 35 30 
27 15 15 st Ns re wise ay. a Ape 30 | 30 
28 5 15 2-25 a) ee eee eS AS es 30 |: 2 
29 5 SEM. isc sacchaevngdebenasnas 18 2-35 a ee 30 





prices charged by stores which gave 
a discount for cash and those whicl 
did not. The “service” price was 
recorded by the interviewers in every 
The practice in what ap- 
the four leading full- 


instance. 
peared to be 
service stores in the city was as follows: 
Store W gave no discount for cash, 
store X gave §% off for cash on large 
orders, store Y gave 10% off “on the 
average,” store Z gave 5% off for cash. 


However, on the summary forms only 
quantity prices were recorded. As a 
result the prices charged by indepen- 
dents appear lower than they would i! 
quotations had been taken by single 
items. It was thought that the latter 
method would give the chains an 
unfair advantage, as their price tags 
often were marked “1214 cents” where 
the same articles sold in a unit store at 
15 cents or two for 25 cents. 
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; lwelve articles, which were carried tained before the list of articles was 
—_—— only a few stores or concerning prepared that these two brands were 
special ehich some confusion had arisen as more nearly comparable than others. 
at L yiliXtal ss 4 « = Pp 
; the the unit to which prices referred, In a neighboring town, for example, 

. 7 . ° ° j 
Icated were not included in the summary the proprietor of an M System Store 
— tabulation. Royal Baking Powder, which belongs to a voluntary chain, 
ee Heinz Beans, Dromedary Coconut,Gold competes directly with a store operated 
igs \fedal Flour, Coleman’s Mustard, by the Great Atlantic and Pacific Tea 
Ww, on Duke’s Salad Dressing, Shaker Salt, Company. Brookfield Bacon is com- 
ere Fairy Soap, and Fels Naptha Soap monly sold in the M Store at the same 
= were omitted because of the limited price charged by the “A and P” for 
\ nie number of quotations recorded. Mule Sunnyfield, which is a _ chain-store 
) , ~ . ° 
ane. eam Borax, Argo Corn Starchand brand. Quotations on only one size 
ner Gold Dust were dropped because of of Karo Corn Syrup and one size of 
a confusion regarding sizes and weights. Carnation Milk were included in the 
ie For example, two stores were selling final summary of the tabulated returns. 
OF an 
” the 
3. Tif Tasce III. Metuop or TaBuLaTIOoN 
| . ; KeLLocc’s Corn FLakes 
ts but (8 oz. Box) 
»fora 
rded, (1) (2) (3) | 4) (6) | © | @ (8) 
Price Times = ve Common | Per Cent | Per Cent 
Prices Number of | Number of "(Arithmetic Price Each Price | Extension | that Aver- 
Charged Quotations | Quotations | pre n | (Modal is of the |(Col. 2 X 6)! age Price 
_ Cents) Recorded (Col. 1 X 7 Average) | Highest | % lis of Highest 
pole Col. 2) | Cents | Price | Price 
lonte (i.e. 13) | 
A—I ndependent Stores 
746 I 7.50 STEER REN 57.69 | 57.69 
8 I WO Neincginc cena areas 61.54 61.54 
816 4 a aenrear ees, nea ep ene 64.07 | 256.28 | 
9 3 SP: 8 1c kcviceean ie aewotuntes 69.23 207.69 | 
I 50 S DRE E. vaccceidnns 10 76.92 | 3,846.00 | 
13 2 26.00 Pe Ce eer eee 100.00 200.00 | 
Totals... 61 601. 83 | ee per Peter cer re 4,629.20 | 75.89 
= B—Chain Stores 
| | 
onlv 7} 14 RO Vic caen ncacws 76 57.69 807.66 | 
a 84 8 GE. ‘Eton ceadasacdiedacn bess. 64.07 | 512.56 | 
jedan 9 2 EE Bisse acwtacdlewiseenes 69.23 138.46 | 
pen- : | 
P if Potals 24 189.66 7.90 apes, (meeeaes Ee iy 6: 1,458.68 | 60.77 
sikh i ie | 
ingle a ; — 
tt Gold Dust at the same price, the box After the price data from the listing 
ee sold in one weighing 4 ounces, and in’ sheets had been summarized by brands, 
san other 7 ounces. The quotations as indicated in columns (1) and (2) of 
‘Se n bacon were combined, since all Table III, the average price charged 
nes chain-store prices were for Sunnyfield for each brand was ascertained (a) 





nn canie . a 
and only the individual stores sold the 
' Lf ? a 

Brookfield brand; it had been ascer- 


for independents and (b) for chains. 
Two forms of average were used, first, 
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the arithmetic or mean average and 
second, the modal average. Unless 
half of the quotations were for a 
specific price it was not designated as 
the common or “modal” price. In 
there were two distinct 
others no mode was 
apparent. The percentage relation- 
ships between each price and the 
highest single price recorded for that 
brand were computed and also the 
relation which the ‘“‘average price” 
bore to the highest price. The latter 
figure was used when comparing one 
brand with another. The method 
employed is indicated in the tabulation 
for Kellogg’s Corn Flakes in Table ITI. 


cases 
modes and in 


some 


Results of the Study 


Table IV shows in summary form the 
data on which conclusions were based. 
Objection may be made to the brands 
selected for study on the ground that 
soaps are given too much weight. 
Omitting the five soap products from 
the list the average saving at chain 
stores is 13.05%. Omitting eight com- 
modities on which the largest saving 
is shown, the average saving on 52 
articles becomes 12.07%. 

In order to meet a second criticism 
of the choice of articles, an objection 
which we readily admit, namely that 
an item such as salad dressing, which 
some families may never purchase, is 
given as much weight as a _ staple 
commodity like flour or lard which is in 
constant demand, we have prepared a 
budget of the annual expenditure for 
20 articles representing 15 types of 
commodities which are included in 
the Bureau of Labor Statistics index 
of food prices. 

The weights which are used represent 
the annual consumption of each article 
by the average working man’s family 


in the South Atlantic section of the 


HARVARD BUSINESS REVIEW 


United States. As mentioned before. 
these weights themselves are open to 
criticism but they are the bes 
now available. Agents of the Bureay 
visited 9,000 families in 51 cities jn 
securing the data on quantities of each 
article consumed in the United States. 

This material is presented in Table 
V. The total cost for the amount 
of each product used during a year 
by the average family is given in 
column 6 where purchases are made at 
independent stores, and in column 7 
where the chain is patronized. The 
annual saving on the 20 products 
amounts to 121¢%. The largest say- 
ing in dollars and cents is made on 
butter and coffee. 

It may be interesting to observe the 
average savings on various groups 
of products when they are purchased 
at a chain store. 

21.96% is the average saving on § soaps. 

12.43% is the average saving on 10 breakfast foods, 

(The largest saving is on Quaker Oats and Post 
Toasties). 

8.99% is the average saving on 

9.54% is the average saving on 3 canned fruits 

20.74% is the average saving on 3 cleaners. 

13.98% is the average saving on 10 products used 
in the preparation of foods before they are cooked. 

15.78% is the average saving on 7 desserts or 
materials used in desserts. 

In the classification above of 10 
products used in the preparation of 
foods before they are cooked are in- 
cluded: Rumford Baking Powder, Calu- 
met Baking Powder, Brookfield Butter, 
Crisco, Pillsbury Flour, Snowdnit 
Lard, Swift Jewel Lard, Borden’s Eagle 
Milk, Carnation Milk, and Wesson 
Oil. The seven desserts or materials 
used in desserts are: Baker’s Premium 
Chocolate, Baker’s Moist Coconut, 
Knox Gelatine, Jello, Sun Maid Puffed 
Raisins, Del Monte Seeded Raisins 
and Minute Tapioca. The reader can 
easily check the above computations 
by adding the percentages which appeal! 


8 beverages. 
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TasBLe V. BupcGet or Twenty ARTICLES 





| 


Bureau’s 


| Average Prices Total Annual 
Bureau’s | Charged Cost 
Weights in | : 


} 
Inde- | 

















| Unit Used | Weights | ‘Terms of (By Inde-| 
| in Study (Annual Con-) qypit Used | y 4 | By 
‘ } pend- | ; | : 
| sumption) ay ere | Chains | pend- | Chains 
oe 5 ee. (Cents) | ents | 
(Cents) 
Bacon a oe 2 20 lbs. same 47.76) 40.63 | $ 9.55) $ 8.13 
Milk, evaporated (Carna- | 
re, Pe erin 1 Ib. 73 Ibs. same 13.27| 10.3%: 1 9.69 7.39 
Butter (Brookfield)........ |} Ib. 56 lbs. same 57-77] 50.88 | 32.35, 28.49 
Oleomargarine (Nucoa)....} 1 Ib. 9 lbs. same 27.05} 24.95 | 2.43 2.25 
Cheese (Kraft American).. 1 Ib. | 6) Ibs. same 27.50) 26.86 1.79 1.75 
(Kraft Swiss) J 72 | 6% lbs. same 28.63) 25.72 1.86 1.67 
Lard (Snowdrift)..........| 6 ]bs. 19 lbs. | same *21.49|) *19.40 | 4.08 3.69 
(Swift Jewel) ..| 8 Ibs. 19 lbs. same "35,421 "53.08 2.93 2.64 
Crisco dicate 1 Ib. 10 lbs. | same 28.56) 23.00 2.86 2.30 
Flour, (Pillsbury)... ...... 24 Ibs. | 313 Ibs. same *5.59| *5.18 | 17.50, 16.21 
Rolled Oats (Quaker)...... 20 0z. box | 31 Ibs. 24.8 boxes 12.98} 9.88 3.22! te 
Corn Flakes, Kellogg’s.....| 80z. box | 6 Ib. | 12. boxes 9.86; 7.90 | 1.18) .95 
Cream of Wheat.. ..| 2802. box | 2lb. | 134 boxes 25.64] 24.33 | . 29) 28 
Beans, Campbell’s......... 1 lb. can 10 Ib. same 11.94; 10.00 | f. 19) 1.00 
Tea, (Lipton’s) viocnaeel ae 3 Ib. same *106.24| *98.40 | 3.19) 2.95 
Cs) Se ee 14 Ib. 3 Ib | same *104.00| *98.60 | 3.12) 2.96 
Raisins, (Sun Maid)... ....| 1§ 02. 2lb. | same 14.10} 11.47 | 28, .23 
(Del Monte).......| 15 0z. 2 lb. | same 13.96, 10.73 | . 28) .21 
Coffee, (Maxwell House) ...| 1 Ib. 21 |b | same 54.93, 46.29 11.54 9.72 
(Whitehouse)...... 1 Ib. | an lb. | same $4.74, 49.50 | 11.50 10.40 
Total annual a) < ~~ 
| penditure.......| $120.83) $105.67 
Amount saved by trading at chain 
| store $15.16 or 12.55% 





* These prices were reduced to a per-pound basis. 


in the last column of Table IV opposite 
each article and dividing their sum 
by the number of articles in the group 
under consideration. Other groupings 
of the 60 products can readily be made 
in the same manner. 

Conclusions 


No recent data are available on 
the cost of the “services” offered 
by independent stores. In Bulletin 
No. 52 of the Bureau of Business Re- 
search of Harvard University entitled 
~ Operating Expenses in Grocery Stores 
in 1924,’’ common percentages are 
given for the operating expenses in the 
545 stores which report to the Bureau. 
Only two of the expenses listed can be 


classed as arising solely through the 
offering of services to customers: 
Delivery........ 1.2% of net sales. 


Losses for bad debts........ 0.4% of net sales. 
1.6% of net sales. 


Other expenses, such as _ salaries 
and wages of delivery and clerical 
force and interest charges, would be 
considerably larger in service stores. 
On the basis of a study of 389 stores, 
the Bureau concludes that “‘stores 
specializing on cash sales commonly 
operated with total expense which was 
4% less than the common figures for 
stores specializing on charge sales.”’ 

Common expense percentages in 
grocery stores in 1929 may differ 
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considerably from similar figures com- 
piled for 1924. Itisasafe assumption, 
however, that the additional charges 
incident to the offering of delivery 
service, charge accounts, and the taking 
of telephone orders by independent 
stores do not amount to 13% of sales 
or any figure approaching that. The 
only conclusion, then, that one can 
draw is that, as least in Durham, 
North Carolina, chain stores do offer 
an appreciable saving to consumers. 

While detailed comparisons cannot 
be given here without revealing the 
identity of the store to those familiar 
with the local circumstances, a compari- 
son of the prices charged in six large 
independent stores was made with the 
common prices (modal prices) for all 
chains combined. Where no modal 
price was listed opposite a brand in 
Table IV, the average (arithmetic) 
price was used. ‘The order of arrange- 
ment of the stores is not significant. 

Store A. The typical chain store was 
12.87% lower on the §1 brands which 
were carried in common. This store gave 
5% off for cash. It is located in the 
primary shopping center. 

Store B. The typical chain store was 
only 1.78% lower on §1 brands which 
were carried in common. This store 
had two sets of prices on all merchandise, 
and in the above comparison the “cash” 
prices were used. Its “‘cash”’ prices there- 
fore were but little higher than the prices 
in chain stores. The chain showed the 
largest savings on butter and coffee. 
Fifteen articles were sold at the same 
price, Store B was lower on ten articles, 
and the chain was slightly lower on the 
rest. Prices in the typical chain store were 
15.57% lower than the “‘service”’ prices in 


this store. Store Bisa neighborhood store. 
Store C. The typical chain store was 
13.69% lower on the 56 brands carried. 


This store gave 5 % off for cash. Approxi- 
mately 10% of its business was for cash 
and 90% charge. It is located in a secon- 
dary shopping center. 

Store D. The typical chain store was 
5.96% lower on the 45 brands carried by 
both. Cash prices and charge prices were 
the same at this store, and approximately 
10% of its business was on a “cash” 
basis. It is located in the primary shop- 
ping center. 

Store E. The typical chain store was 
10.60% lower on the 59 brands compared. 
This store gave 10% off for cash except on 
small purchases, and approximately 50% 
of its business was transacted on a cash 
basis. It is located in the primary shop- 
ping district. 

Store F. The typical chain store was 
14.67% lower on the 61 brands compared. 
This store gave 10% off for cash on large 
orders, and approximately 90% of its 
sales were made on a charge basis. It is 
located in a secondary shopping district. 

Progressive independent grocers can 
compete and are competing with the 
chains in Durham. Many consumers 
will continue to demand the additional! 
services which the independents render. 
Some customers cannot afford to pay 
cash, while others wish to telephone 
their orders and have the merchandise 
delivered. It is questionable whether 
one can justify the effort and money 
now being spent in this State in 
denouncing chain stores. Such prac- 
tices in the long run are bound to react 
against the independents. Organiza- 
tions of independent merchants could 
profitably emphasize methods of im- 
proving retailing and group buying 
and educate retailer members in the 
most economical and efficient ways 0! 
conducting their businesses; the out- 
look for the future of the “average” 
unit grocery store would at least then 
be more hopeful. 
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capital investment has con- 
comitantly increased; in the period 
1921-1928, this ratio increased 57% 
over the figure for the earlier period. 
Therefore, profits on capital should 
have increased 57% for the later period. 

The causes of the declining profits on 
earning assets may have been decreases 
in gross income received; or increases 
in interest paid, in other expenses, 
and in losses incurred on loans. 


assets to 


Territorial Variation 

Factors affecting profits have not 
shown the same trends in all sections 
of the country, but rather different 
trends in different regions. For ex- 
ample, Chart 3, page 427, shows that 
banks in Eastern states have experi- 
enced no unusual losses on loans re- 
cently, while such losses have almost 
wiped out profits of banks in Western 
states. 

Limitations of space prevent any 
detailed consideration of all significant 
Only conspicuous 
An examina- 
reveal other 


regional differences. 
examples will be cited. 
tion of the charts will 
regional comparisons. 
Gross Income 

The ratio of gross earnings to earning 
a small but encouraging 
upward trend. The trend of this ratio 
has not depended so much upon inter- 
est income as upon income from bank- 
ing services rendered. Collections, 
foreign and domestic exchange, security 
and trust and other services have 
the increase in gross 
extension of these ser- 
even though 
pay a profit, 


assets shows 


sales, 
contributed to 
earnings. ‘The 
probably is wise 
not directly 


vices 
they may 
* Tables from which these graphs were constructed 
nd in part in an unpublished thesis in Widener 
Library, “Statistical Studies of National Bank 
Profits,” by N. A. Pattillo. Pattillo obtained his 
data from the Comptroller’s Reports, which were used 


, 
ables up to 


were lou 


date. 
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for they may increase goodwill toward 
the bank and they absorb part of the 
overhead cost. The decision to extend 
these services must vary with the 
individual bank and the Particular 
service in question. In general, how- 
ever, the number of banks mepeetins 
their income-producing operations 
dicates that bankers have almost uni- 
formly regarded the extension of such 
services as sound policy. 

There is nothing to measure what 
interest income “might have been.” 
Commercial financing through banks 
has undoubtedly been declining rela- 
tively to total commercial financing 
Installment selling, financed throug! 
credit companies, has increased enor- 
mously. Speedy transportation 
decreased capital tied up in transit. 
Hand-to-mouth buying has decreased 
the size of inventories in distributors’ 
hands without an equal increase in 
manufacturers’ inventories.> The re- 
cent facility with which equity financ- 
ing could be accomplished enabled 
many companies to convert current 
liabilities into permanent capital. 
Large corporate surpluses have been 
built up through the retention of 
profits as a result both of a conservative 
uncertainty as to the future and of 
attempts to avoid heavy income taxes. 
The decrease in commercial borrowing 
is indicated by the rise in time deposits 
relative to demand deposits (Table I, 
page 428), and the existence of corporate 
surpluses by the recent high totals o! 
brokers’ loans from “others.” 

What will happen to this commercia 
borrowing in the future? Installment 
selling is not likely to increase in th 
near future. Even faster transp 
tation will further reduce financing 


has 


4W. L. Crum, The Interpretation of the Inde 
General Business Conditions, 1929 ed.. p- 20. 
SL. 5. Lyons, Hand-to-Mouth Buying, p. 27 
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goods in transit. It is safe to say that 
hand-to-mouth buying is being carried 
near its limit at present. Further 
savings in this regard by commerce 
small in comparison with 
savings already effected. Equity fi- 
nancing has fallen from its favorable 


will be 


Chart 4 
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position. ‘That a situation similar to 
that recently prevailing could last 
indefinitely is wholly improbable. The 
retention of profits may suddenly cease 
if the law against retaining funds not 
necessary to the conduct of the business 
is enforced. It probably will not be 
enforced, but even then the recent tax 
reduction, together with the likelihood 
of further reductions, will allow profits 
to be Surplus funds now 
retained because of uncertainty as to 
the solution of present problems will be 


released. 
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Taste I. PERCENTAGE oF Time To 
DEMAND Deposits 
| Reserve City Banks | Country Banks 
12-31-14 7-3% 37.9% 
12-31-15 7.8 49.7 
12-27-16 9.8 43.9 
12-31-17 10.7 48.0 
12-31-18 | 9.8 49.0 
12-31-19 12.9 51.9 
12-29-20 | 15.7 | 66.2 
12-31-21 | 17.9 77.2 
12-29-22 | 21.3 76.5 
12-31-23 | 24.6 84.3 
12-31-24 27.0 88.7 
6-30-26 30.1 97.6 





Source: Calculated by Pattillo from Comptroller's Report 
disposed of as time solves these prob- 
lems. The need for bank accommo- 
dation will decrease as transportation 
speeds up, but other factors that 
decreased this need in the past will not 
operate more strongly in the future. 
In the aggregate, banks have little t 
fear from lessening need for their 
commercial function. 

Though ostensibly banks in agricul- 
tural regions do not extend long-tern 
credit, practically they do advance 
funds for capital purposes.® The 
cream of this business was taken away 
from them by the government-spon- 
sored Land Banks and Intermediate 
Credit Banks. Now the new Farm 
Board loans operate in this manner: 
after cooperative organizations have 
obtained as much credit as they can 
from commercial sources (banks) the 
Board is empowered to lend them 
more “than is practicable under othe 
credit facilities” at a rate not to exceed 
4%. Will cooperatives bend their 


as before when they can obtain an) 
additional accommodation necessary 4! 
4%? The $500,000,000 to be loan 
by the Board will to some extent 


6W. F. Mitchell, The Uses of Bank Funds, p. '4 








business of local agricultural 
Banks in agricultural regions 
darker outlook than industrial 


the 


rhe Federal Reserve Board’s policy 


[ 
tabilizing interest rates will tend to 
abil interest income of banks. 
Rut because changes in interest income 
to changes in interest rates are 
iitaneously accompanied by almost 
hanges in interest paid, the effect 
rest rates on net income is 


Losses on Loans 


nost regions, loan losses have 
| a tendency to decline, and in 
gion have they displayed a con- 
g upward trend.’ A comparison 
ses with the margin between gross 
ngs and expenses shows that in 
| this margin has been decreasing 
ter rate than have losses. This 
that though losses have been 
sing absolutely, their relative 
n net profits has been increasing. 
Losses have fluctuated cyclically 
than either gross income or 
cpenses.!° Since the margin “‘appli- 
ble” to losses is decreasing, a con- 
iation of this trend will mean that 
es will play the major réle in 
rbing profits in future depressions. 
pecially will this be true in sections 
which one industry predominates. 
‘he greatest fluctuations have been in 
iltural regions.!!_ Of course prof- 
banks in these regions are more 
ect to fluctuation, because these 
depend essentially upon one 
try. ‘The prosperity of their mer- 

\. Pattillo, Op. cit., p. 178. 


margin is the distance between GE and E on 


idle Western, Southern, and Western states. 
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chant customers depends upon the 


prosperity of local farmers. 

But that does not explain why the 
ratio of loan losses to earning assets is 
greater in these regions than else- 
where.!? There are two possible rea- 
sons: either agricultural loans are 
inherently poorer than industrial, or 
the proportion of local loans to earning 
assets is too high. ‘The administration 
of agricultural loans involves a tech- 
nique and criteria peculiar to itself, 
yet the soundness of such loans is not 
thereby affected. Carefully selected 
agricultural loans are as safe as loans 
to commercial or industrial borrowers.'8 

It seems, therefore, that the rela- 
tively greater losses on loans in agricul- 
tural sections are the result of excessive 
concentration in local loans. From 
1922 to 1928, all national banks had 
56% of earning assets in local loans, 
whereas Middle Western banks had 
60% in such loans. Sound banking 
practice for an individual bank limits 
the amount to 55% of total assets.!4 
TaBLe II. Rexation or Locat Loans To 


EARNING ASSETS, AND TO TOTAL 
RESOURCES 





Percentage of 
Total Assets 


Percentage of 
Earning Assets 


Middle | | Middle | 1, ¢ 

West a West = oie 
g-15-22| 61% | 59% | 58% | 54% 
9-14-23 | 64 58 56 5 
10-10-24 58 5S 55 ; § 
g-8-25 | 61 56 56 | 53 
10-10-27] 57 | 5 54 C*S! 
10-3-28 57 53 54 52 





Source: Comptroller's Reports. 


12 Notice the level in Western states (Chart 3). 

18 George J. Schaller, ‘‘Loans to Farmers.” Pro- 
ceedings of Mississippi Valley Conference on Com- 
mercial Bank Management, Clearinghouse Section, 
A. B. A., pp. 36-38. 

144 As evidenced by figures for national banks. 
Oct. 3, 1928, local loans were 52% of total assets. 
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In regions of one industry, say agricul- 
ture, the lack of diversification should 
lower this figure even more. Since 
these ‘‘extra”’ loans are of a marginal 
nature, losses on them may form a con- 
siderable portion of all losses. To 
decrease losses on local loans, agricul- 
tural banks should decrease their rela- 
tive amounts of local loans. 

In sections where one industry pre- 
dominates, some diversification can be 
achieved by sufficiently large secondary 
reserves and investments, themselves 
carefully diversified. The principles 
to be followed are too well known to 
need repeating. As examples of poor 
administration of investments may be 
mentioned the policy of a bank in 
southern Illinois which confined its 
investments exclusively to debenture 
bonds of public-utility holding com- 
panies, as well as the practice of a bank 
in northeastern Kansas which re- 
stricted its investments to local farm 
mortgages and local municipals. 

Loan administration in general has 
displayed but one glaring defect. ‘“‘In 
an analysis of 16 small country banks, 
small loans—that is, loan lines below 
$200—represented 40.9% of the total 
number, but only 2.7% of the total 
dollars involved.’’!® Disregarding the 
expense, surely the loan officers could 
use time spent in making many of these 
small loans to greater advantage by 
administering more carefully their im- 
portant lines of credit. It is only 
through more careful scrutiny of major 
loans, with consequent elimination of 
the poorer risks, that loan losses will 
be reduced. Especially is this true in 
times of prosperity, for such periods 
in the past have preceded depressions, 
with their mounting losses that quickly 
wipe out profits. 


18 Joan Administration Policies: Clearinghouse 


Section, A. B. A., p. ro. 
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It has been pointed out that losses 
on loans have increased in relative 
importance. To combat abnormal 
losses in agricultural and other regions 
of one industry, banks should weed 
out the poorer local loans and increase 
and soundly diversify their other earp- 
ing assets. Banks in general need t 
allocate the time of their loan officers 
more in accord with the importance of 
their tasks. 


Per Cent 


Expenses 


Overhead costs constitute only a 
small proportion of the total costs of 
banking, for fixed assets represent but 
a small portion of total assets. This 
is evidenced by the correlative move- 
ments of expenses and gross earnings." 
It was noted on page 429 that the 
margin between gross earnings and ex- 
penses has beendecreasing. That isthe 
same thing as saying that expenses 
have increased relative to gross income. 
Since losses on assets have tended 
downward, the mounting expenses 
alone may have been the cause of 
decreasing net profits on earning assets. 

“Taxes” have been decreasing rela- 
tive to total expense. During the War 
they were abnormally high because of 
the excess-profits tax. Since then, 
the decline has been relative to mount- 
ing total expenses, for taxes have 
remained roughly constant. 

“Other expenses” have increased in 
three districts, while in the other four 
the trend has been in the opposite 
direction. 





No information is available 
concerning the nature of this item. 
Non-uniform accounting classifications, 
together with the fact that the item 
is residual in nature, render analysis 
without significance. | 
“Interest paid’? has been decreasing 
slightly in relation to total expense in 


16 Chart 3. 
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New York City, Eastern, Middle West- 
ern, and Western states. In New 
England, Southern, and Pacific states 
interest paid has been increasing rela- 
tively to total expenses. But even 
where this expense has been relatively 
decreasing, the trend has not been 
nearly so marked as the trend in total 
expense itself in relation to earning 
assets.” Therefore the rate of interest 
paid on deposits has been increasing. 

This is the result of two factors. 
The proportion of time to demand 
deposits has increased.'® This pro- 
portion is not entirely within the con- 
trol of bankers. Interest rates paid, 
both on time and checking deposits, 
have been increasing.’ In turn, this 
increase is caused by competition 
among banks in bidding for attractive 
accounts. 

In every region “salaries and wages”’ 
have shown a discouraging upward 
movement.” Since a division of this 
item into departments is unobtainable, 
the weights of different causes cannot 
be ascertained. These causes can be 
discussed, however. Undoubtedly ac- 
counting and tellers’ salaries and wages 
can be cut by the introduction of 
modern business and _ bookkeeping 
machines. For example, an accounting 
machine can replace as many as eight 
clerks. 

Recent years have seen the growth of 
the extension of free services, such as 
investment advice, personal services, 
general financial information (such as 
weekly letters), and industrial depart- 
ments. The major expense of these 
services is salaries and wages. ‘These 
accommodations have been extended in 
the efforts to gain desirable customers. 


‘ 


17 Compare with trends in Chart 3. 

18 Table I. 

19N. A. Pattillo, Op. cit., p. 216. 
Chart 5. 
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This is again the result of severe 
competition. 

To summarize, interest Paid has 
increased partly as the result of mount- 
ing time deposits. Control of this 
trend does not rest entirely with the 
bankers. Wages and salaries have 
been increasing, partly because of un- 
progressive methods of administration. 
But both expenses have increased be- 
cause of severe competition. 

Competition has become more 
intense for two reasons. First, there 
are too many banks and 


too tew 
bankers. 


It is too easy to start a bank, 
for fixed assets needed are few and 
capital requirements are low. For in- 
stance, only $25,000 capital is necessary 
to start a national bank. There are 
no legal requirements as to the banking 
ability of the sponsors. Except in 
few states,?! there is no restriction 
concerning the economic need for more 
banks in the given locality. There are 
14 banks in Topeka, Kansas, a town 
of 70,000 population. Legislation con- 
cerning the starting of uneconomically 
small banks, banks with incompetent 
backing, and banks for which there 1s 
no economic need, is in an embryonic 
stage. Such legislation is needed and 
probably may be expected in the 
future. 

Second, most banks are ignorant of 
their costs of doing business and conse- 
quently have little conception of the 
profitableness of the services they 
extend. Lack of uniform accounting 
practices and standard cost figures, 
which are available to many other 
businesses, has made cost analysis 
seemingly without value. Analyses 0! 
individual accounts to determine the 
cost of excessive activity and unfavo! 

21 Particularly Iowa and Wisconsin. See The 


Causes of Bank Failures and Some Suggested Remedies, 
Federal Reserve Bank of Boston, pp. 7 and 9. 
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float balances have not generally Four fundamental causes of decreas- 
undertaken. ing profits of commercial banks have 
Now, competition is healthy when it been brought out: a relatively lessened 
t cutthroat, that is, when it does demand for bank loans, caused by 
reduce profits below satisfactory lessened economic need through indus- 
From the standpoint of bor- trial firms’ funding their current liabili- 
it may lower their banking ties and through competition of govern- 
But, on the other hand, it re- ment-sponsored agencies in furnishing 
es the safety of their funds through agricultural credit; poor loan admin- 
kening the position of the deposi- istration, resulting in losses on local 
Irrational competition of this loans; unscientific administration in 
uld be stopped before failures respect to necessary expenses; and more 
matically correct the situation. severe competition among banks. 
nalysis leading to a realization of How will chain banking affect these 
sts will go far by reducing the will- causes of declining profits? 
ss of bankers to indulge in such Chain banking obviously can have 
etition. In addition, since com- little effect on the lessened demand 
ition is mainly local in character, a for loans. It has been asserted that 
ical way of reducing it is by the co- industry prefers local banks and will 
eration of competitive banks through choose such banks in competition with 
ir clearing-house associations. chain banks. The growth of chain 
Gross income of banks may be in- banks in Europe, Canada, the North- 
ed by the extension of paying west, and in California?* does not back 
rms of financial service. Losses may up this argument. Chains in some 
decreased by a reduction of local localities can secure deposits more 
and by more competent selection easily than local banks, because local 
line of credit. Expenses may bank failures have lessened public con- 
‘duced by gaining more informa- fidence in local financial institutions.*4 
| about them in order that pressure Effective diversification of local loans 
be intelligently applied, and by may be achieved by chain banks. ‘The 
e easing of competition through its result of this diversification is the 
ionalization and through clearing- stabilization of losses and earnings. 
e agreements. Thus will interest But over a period of years this does not 
and costs of wages and salaries affect the ratio of loan losses to earning 
uced., assets; it affects the amplitude of 
Chain and Branch Banking ree ee ~_- . 
6 Chain banks will enjoy the advan- 
r, methods of increasing profits tage of uniform accounting for their 
been presented from the stand- branches. The comparisons thus made 
feach individual bank. Another possible will clearly show where costs 
1 that has been making progress of certain branches need to be reduced. 
A egg is chain and branch 23 R. S. Hecht, ‘The Great Web of Chain Banking,”’ 
ee American Bankers’? Association Journal, October, 
1929, p. 307. See also George S. Mumford, “The 
the purpose of analysis of profits, there is Concentration of Banking Resources,” HARVARD 
terence between chain and branch banking. BUSINESS REVIEW, January, 1930. 
lowing discussion, the terms will be used 24 Experience of Northwest Bancorporation in 
Northwest. 
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Various services, such as those of a 
statistical department, will cost less, 
for one department will serve many 
branches. On the other hand, there 
will be the additional expense of main- 
taining the central executive office. 
During early years, organization and 
‘‘adjustment”’ expenses will be high. 
Costs will not be reduced materially 
at least in early years. 

Whether competition will be intensi- 
fied by branch banking is a moot ques- 
tion. To the extent that branch banks 
will bid for new business it will be inten- 
sified, but to the extent that chain 
banks will indulge in rational compe- 
tition only, it will be lessened. 

Resources may be better utilized by 
chains, for idle funds of one branch may 
be shifted to another where credit is in 
demand. Furthermore, larger capital 
will increase the amount of credit that 
may be extended to any one borrower. 

In brief, chains may obtain deposits 
and make loans more easily than local 
banks. Diversification will be in- 
creased. Costs will not be reduced 
materially. Destructive competition 
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will be lessened if these chains are wil]- 
ing to cooperate. Only in respect to 
utilization and investment of resources 
are chains distinctly at an advantage. 
And it would be years before the 
benefits of this advantage would render 
these chains distinctly superior to unit 
banks. 

Then why have they been successful ? 
Why are they growing so fast? The 
answer in all likelihood is to be found in 
better management, both in discern- 
ment of important tasks and in their 
intelligent accomplishment. 

This discussion of profits and opera- 
tions of unit and chain banks has 
brought out problems of banking prac- 
tice and has indicated ways in which 
bankers may solve them where it is in 
their power to do so. It is probable 
that chain banks are in no peculiarly 
advantageous position. Therefore suc- 
cess in solving the problem of banking 
profits of unit banks and the main- 
tenance of their position against the 
chain organizations, will call not for 
new forms of organization but for a 
higher order of executive ability. 








INDUSTRY AND THE AGED 
By ROBERT HOWE 


HE attention of the business man, 

ng with that of the legislator 
and the social worker, is being 
.d with increasing emphasis upon 


srowing necessity of care for the 


tute aged. The problem is not 
, discern, and the ramifications 
cial aspects appear limitless. 
industry has had difficulty in 
ing its relationship to the problem 
whole, and industrial leaders are 
is regarding the nature and effects 


robable developments in the near 


ture 


\t 


ird a_ solution. 


the present time there are nearly 
million people over sixty-five years 
in the United States who cannot 
rt themselves at a subsistence 
The importance of the present 


blem is being constantly intensified, 
ng for immediate organized efforts 


number of 
both 


is 


The 
this country 


people in 
proportionately 


and 


1 
utelv 


idily increasing, whereas the propor- 


older workers gainfully em- 
d is steadily decreasing. These 


factors working upon our increas- 


population may be expected to 


ble the present problem within the 


hundred years. 


istry’s Recognition of the Problem 


lustry recognizes its relationship 
present problem and _ its 
ing import. While modern hygi- 
increased the number of old 

ns, modern industry has become 
nclined to use them. Emphasis 
ng placed more and more upon 
in preference to the older worker, 

ich a degree that the past year 


tne 


has witnessed ‘‘dead-lines” for new 
employees drawn before the thirties 
are reached, and ‘‘dead-lines”’ after 
which workers will no longer be re- 
tained in the early forties. ‘This 
dilemma for the worker of advancing 
age may be attributed to several 
causes. 

Due to machinery, there is a decreas- 
ing value of the older worker’s skill and 
experience, youth better adapting it- 
self to the constant changes which 
dynamic industry imposes upon the 
employer. Retention of older employ- 
ees often means the retention of direct 
liabilities that impair efficiency, and the 
employer’s liability regarding accident, 
sickness, etc., decreased by the 
elimination of old workers. 

On the other hand, there has been a 
growing realization on the part of 
industry that the situation cannot be 
ignored. From a purely ethical stand- 
point, the humane employer dislikes 
the idea of turning out the employee 
who has grown old in his service. Asa 
matter of good business, despite the 
advisability of eliminating company 
liabilities, industry recognizes that the 
policy of discharging old employees 
has a demoralizing effect on the morale 
of the labor force, and that it is ques- 
tionable business policy to flaunt the 
practice in the face of humane society 
and organized labor. Aside from such 
negative reasons, industry has found it 
wise to meet the situation by positive 
action. Some companies, spurred by a 
sense of justice, have been prompted to 
reward workers for long and faithful 
service. Other companies have frankly 
capitalized the worker’s fear of desti- 


is 
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tute old age and have adapted remedial 
steps primarily for pur- 
poses, seeking thereby to reduce labor 
turnover, to increase labor morale and 
efficiency, to eliminate labor disputes, 
automatically to eliminate the super- 
annuated employee, and, by the threat 
of withdrawing this promised aid, to 
discourage personal misbehavior, dis- 
honesty, etc., among the labor force. 
Numerous though the reasons are, the 
fact remains that industry has in many 
ways shouldered the problem. 

In some instances companies have 
reduced the problem to a minimum 
by analyzing their labor force indi- 
vidually from time to time and re- 
arranging the assignment of workers 
according to the capabilities of their 


‘business ’”’ 


advancing age. ‘This plan does in a 
single company what some students 
advocate as a partial solution to the 
the creation of 
industries where ‘“‘veterans”’ can still 
be usefully employed. An intelligent 
application of this plan in a company 
offers a means of getting the greatest 
utility from its laborers up to a given 
age, possibly sixty-five. But this age 
is recognized as one after which the 
worker’s usefulness begins a marked 
decline; not only do his efforts then 
become useless but his retention as an 
employee is inadvisable, and a more 
direct means is necessary to prevent a 


whole problem, 1.¢., 


destitute old age. 
Industrial Pension Systems 
Pensions, as industry’s solution to 
the problem, initiated in this 
country as early as 1884. Since that 
time, especially in the last twenty years, 
pension systems have been adopted 
widely until at the present time there 
are approximately five hundred work- 
existence in the 


were 


ing plans now in 


United States. 


The study of pensions 
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as such involves an analysis of the 
various industrial plans, because eac} 
has characteristics peculiar to itself 
And a study of pensions with regard t 
their effect upon the operations of the 
company offers some indications that. 
as a whole, such plans have not pro- 
duced expected results. Regardless of 
the type of plans or of their value to 
the operations of a particular company 
in which they are employed, however, 
experience in general has shown that 
pensions have not provided, and in al! 
probability will not provide, a satis- 
factory means of eliminating destitutio: 
due to old age. 

There are marked exceptions to suc! 
a broad statement, and many system: 
have resulted in much good, but experi 
ence has been sufficient to prove that a 
fundamental solution to the major 
problem does not lie in industrial old- 
age pensions. The informal and t! 
discretionary, or non-contractual, types 
of pension plans are quite obvious!) 
a poor insurance for old age. They 
are subject to the double weakness 
being dependent not only on the he 
and continuous life of the 
which operates it but also upon th 
willingness of that company to main- 
tain the policy. Expressed in the 
words of the Carnegie Foundati 
report on the subject, “A pension whi 
is not founded on a legally enforcil 
contract represents a hope and 
dependable support in old age.” 

Numerous weaknesses are apparent 
in contractual pension plans also 
the first place, the proportion of co! 
panies employing pension plans | 
tively small and is limited to U 
stronger industrials that can affore t 
assume such a burden. ‘The numb 
of workers benefited is consequent 
a small number of the total in neec 
help. Despite a slackening in 


compan} 
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ent toward industrial pension 
since 1916, the number will 
btedly continue to increase, but 

pensions should be adopted 
sally the situation would not be 
tory. To the marginal indus- 


‘t would mean one of three 


They will be forced below the 
in into unprofitable operations. 


1 wages. 


Payment of pensions as “de- 

” 

Passing the burden to the con- 
In this case society would be 
the pension without deriving 


benefits of a recognized socially 


nistered system. 


iddition, the provisions of the 


is industrial plans vary widely. 


4u 


se there is necessarily a complete 


uniformity among the many 


inies, similar workmen for the 


{ 


‘fort bear unequal burdens and 


receive unequal compensation. 
tly, and very important, is the fact 


t 


u 


the pension plans of necessity 


nly those laborers who have a 
ninterrupted service in the em- 
f the pensioning firm, usually 

years. Any other system 


ild prove unbearably expensive, ex- 
tremely dificult for sound financing, 


y 


would in reality be chiefly a 


itable function on the part of the 


Necessary and valuable though 


e service feature is to the company, 
proviso limits the benefits of the 


ry ¢ 


» less than 4% of all male indus- 


workers and to less than 3% of 
women workers.! ‘The percentage 
se who remain continuously in 


en 
77. 
l{ 


TeyT 


hngt 


iploy of single companies will 
ytedly tend to increase, but the 
nains that the number of workers 

benefited is extremely small 


f Pennsyloania Commission on Old Age 


ns, January, 1927, p. 7. 


and that a successful solution by this 
method must necessarily take from the 
worker his freedom of choice and 
independent action regarding his work. 

Even in the case of those workers 
who have served the required period 
in a company operating a plan, industry 
has not proved itself a sound agency 
on which laborers can rely with implicit 
confidence. Exhaustive studies? have 
indicated that the history of pension 
plans has been a record of mistakes or 
failures, and that in the United States 
today there are very few schemes 
so financed that they are likely to 
remain solvent without refinancing or 
modification. 

This fact is due to one or more of 
several causes: superficial analysis of 
the complications at first, failure to 
fund accruing liabilities on an actuarial 
basis, inability closely to estimate fu- 
ture liabilities or constantly increasing 
liabilities which in turn are due to a 
growth in the labor force, a universal 
decrease in labor turnover, and higher 
wages and salaries which are commonly 
the basis for determining the pension 
amounts. Many companies have re- 
fused to adopt pensions because of the 
realization that payments must eventu- 
ally become such that the plan will 
place it at a serious competitive disad- 
vantage with companies not assuming 
a like burden. 

Industry has not been the last 
to recognize weaknesses in pension 
schemes, and current trends are tending 
to rectify past mistakes. ‘To offset the 
element of increasing cost inherent in a 
scheme of pensions, there has been a 
noticeable tendency in the last few 
years for companies to adopt the con- 


2 Special Committee on Industrial Pensions of the 
Merchants’ Association of New York, Luther Conant, 
Jr., A Critical Analysis of Industrial Pension Systems; 
Murray W. Latimer, The Lesson of Industrial Pensions. 
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tributory principle which, in addition 
to decreasing the company’s share 
of the burden, offers other beneficial 
features: the principle of “self help” 
is sound and desirable and brings the 
lesson of thrift home to the worker, it 
can provide larger annuities, it gives 
financial stability through the necessity 
for formal, adequate funding of liabili- 
ties, and it does not discourage efh- 
ciency, a charge often made against a 
gratuitous plan. 

Industry has still further strength- 
ened its pension systems in some cases 
by providing for their administration 
through insurance companies. This 
policy assures to the worker amounts 
paid in by freeing the plan from the 
uncertainties of changing company poli- 
cies and from the dangers that might 
befall the individual company. In a 
less direct manner, many companies 
have encouraged thrift to provide for 
old age by operating thrift and savings 


plans for their workers or by stock- 
purchasing plans. Some are even op- 
erating investment trusts for the benefit 
of their workers. 


Government Pension Schemes 


But despite the commendable efforts 
on the part of industrial leaders, the 
problem of the destitute aged in general 
is but little affected. These plans are 
all necessarily built around the indi- 
vidual company, which is not the 
administrative unit upon which to 
found a permanent and comprehensive 
program against old-age dependency. 
Even if a system of providing for the 
aged were in vogue in every company 
in this country, the weaknesses of indi- 
vidual company administrations are 
glaring enough to prove that it is not 
the correct manner of attack. <A mul- 
titude of small administrative units 
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involves duplications, inefficiencies, and 
wide variations. Moreover, companies 
will continue to fail, and industries wil] 
continue to decay, mergers will con- 
tinue to disrupt existing plans, and 
highly seasonal companies cannot care 
for their seasonal workers. And out- 
side of industry there is a mass of 
workers who will have no organized 
provision whatsoever: the destitute 
farmer, domestic servant, or musician 
will be dependent on disorganized 
private charity or on the dispensation 
of state and municipal alms. 

As for what developments may be 
expected in the future, in view of the 
increasing importance of the problem 
and in the light of past failure to find a 
fundamental solution to the problem 
in this country, it appears inevitable 
that the State will take definite action, 
either in the form of old-age pensions 
or of compulsory insurance. By so 
doing the United States will merely be 
following an example set by practically 
every country of the civilized world, 
thirty-eight foreign countries having 
established some form of a national 
system for public relief to certain 
classes of wage earners. Unless we 
devise a hitherto undeveloped solution, 
the trend of world action points to a 
similar course in this country. 

The idea is not at all new in this 
country; since 1907, forty-seven bills 
providing for public pensions have 
been introduced in Congress, and 
though none has even been reported 
out of committee, agitation for national 
recognition is constantly increasing. 
President Hoover has publicly recog- 
nized the issue as one which may soon 
merit federal action. 

The trend among state legislatures 
indicates that industry in all states 
may ultimately expect a state solution 
to the problem. Ten states now have 








nension laws, thirteen states have re- 
cently appointed commissions to in- 
vestigate old-age dependency, and bills 
aiming either at immediate establish- 
ment of public pension systems or at 
appointment of commissions to 
report upon the desirability of such 
ction were introduced at the 1929 
ssion of twenty-eight state legis- 
latures. Many religious and _ social 
agencies are championing the further- 
nee of state action, and the American 
‘ederation of Labor has ceased agita- 
ion for industrial pension schemes in 
anticipation of a legislative solution. 
The future holds some interesting 
evelopments before a working solution 
can be perfected; the advisability of 
state versus federal legislation, con- 
tributory versus gratuitous plans, and 
tate administration versus admin- 
tration by private companies in the 
event of compulsory insurance, are 
questions which must be worked out. 
But aside from detail, industry must 
face the fact that governmental agen- 
cies are very likely to assume the 
burden of care for worn-out workers. 
Disregarding the social aspect of this 
development, business must analyze its 
effects on the American corporation 
and must take a stand on its merits or 
demerits as a business proposition. 


Effect on Labor Turnover and Efficiency 


Industry’s first concern will be the 
effect on the labor force. Regarding 
turnover, under a state provision for 
id age, it may appear that the worker 
will be stripped of any feeling of neces- 
sity for continuous employment and 
will tend to move about more freely 

m company to company. But this 
would be true only in isolated cases; 
in increased labor turnover would be 
largely limited to that group of laborers 
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who are now working in a company 
with an established pension system and 
who desire a change, but who remain 
because of the assurance of a degree of 
care in old age. In such cases the 
ability of the dissatisfied worker to 
better suit himself to his working condi- 
tions will prove advantageous to both 
employer and employee. Among la- 
borers as a class the effect on turn- 
over will be negligible. ‘The prospect 
of living within a pension income is 
not attractive enough to influence any 
but those entirely devoid of any ambi- 
tion, those who are accustomed to the 
lowest scale of living, and those who 
find themselves utterly destitute. At 
best a social pension can support only 
at a subsistence level, and, though this 
is sufficient to eliminate pauperism 
and to remove the fear of the trip 
“over the hill,” it is not a sufficient 
incentive to cause American workmen 
to anticipate such an existence. 

There are other indications that 
industry need fear no increase in labor 
turnover. For the younger class of 
workers, the prospect of old-age depen- 
dency appears too remote to be of much 
influence. Under any conditions youth 
will tend to move about, dictated by 
personal reasons rather than by the 
prospect of a meager income 30 or 40 
years later. This would remain true 
if the state administered pensions, if 
the company operated systems, or if 
there were no such schemes at all. As 
for the older worker, certain influences 
which tend to keep him in the employ 
of a single company would continue to 
operate. As the worker grows older 
he becomes more settled in his job and 
is naturally less inclined to move. 
Unless he is dissatisfied, he hesitates 
to break the contacts of past years to 
start anew under strange surroundings. 
Furthermore, he finds it increasingly 
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difficult to obtain new employment, so 
that he will not hazard the loss of his 
present assured job. 

The one possibility that labor turn- 
over will increase under a state pro- 
vision for aged dependency, will arise 
from a condition advantageous to in- 
dustry and to labor. ‘Those employers 
who have stopped employing older 
workers because they must minimize 
the expense of a company-operated 
plan, or because they have no pension 
plan and dislike the idea of turning out 
old people with no provision for their 
welfare, will find it possible to utilize 
old workers without assuming a finan- 
cial or moral obligation when _ the 
worker becomes superannuated. ‘This 
condition will be limited to those com- 
panies which desire workers of mature 
years. 

The effect of state action on labor 
efficiency is difficult to measure. On 
the one hand, there is the charge that 
such a scheme will foster indolence 
among workers by removing the neces- 
sity of providing for the future. But 
this charge may be confined to such 
a narrow group of workers that its 
effect is practically negligible. In the 
first place, it applies only to that 
extreme type of worker who finds a 
meager pension sufficient to provide 
all the desired ‘‘comforts” of old age. 
In the second place, only the worker 
above the pension age (65 or 70 years) 
will be so affected by a pension that 
his efficiency is apt to decline because 
of it. The worker below the required 
age must hold his job to provide the 
necessities of life; the efficiency of the 
worker of qualifying age is already 
declining for numerous other reasons. 
It appears, consequently, that the 
effects of a pension detrimental to 
labor’s efficiency is limited to the 
lowest-paid and consequently least val- 
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uable worker who has already reached 
an inefficient age. 

On the other hand, it may be stated 
with equal force that labor efficiency 
will be increased. Much progress has 
been made in determining the effect 
of mental fatigue on the worker: 
thoughts alien to the work in hand 
are doubtless material influences on a 
worker’s efficiency. The fear of desti- 
tution, especially, among the aging 
workers who have no children on whom 
to rely, is probably one of the most 
depressing influences and consequently 
one of the greatest hindrances to 
maximum efficiency. The removal of 
this fear would be decidedly to indus- 
try’s advantage. To a certain degree, 
state pensions might achieve the 
desired result; the stark fear of pauper- 
ism would be removed, but, again, few 
workers can be quite unperturbed at 
the thought of aged existence on an 
income from social pensions. Briefly, 
therefore, industry need not look for 
much effect, either beneficial or detri- 
mental, on the efficiency of labor as a 
result of impending state action to 
prevent destitution of the aged. 


Distribution of the Financial Burden 


Industry is particularly interested in 
its relation to the financial burden of a 
governmental scheme. Under certain 
schemes administered by foreign coun- 
tries, notably England, employer and 
employee contribute directly to the 
pension fund. Under other plans, the 
Government assumes the entire burden. 
In this country, the trend among state 
plans divides the burden between the 
state and the county. Whatever the 
form of compensation or the details 0! 
administration, however, industry real- 
izes that either directly or indirectly 
it must bear its share of the financial 
burden in the form of taxes. 
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Naturally enough the industrial 
anager has an instinctive aversion 

any increase in taxes, and the 
ediate reaction will be opposition 
+o any measure that might cause a 
higher tax level. In the first place, 
-he return on a tax for a pension scheme 
will be hard to discern. If the em- 
p! loyer recognizes no obligation for the 

lider worker and considers his respon- 
sibility to the worker ended when the 
weekly wage has been paid, he will be 
unable to see the justice for the 
imposition of the burden. 

In the second place, there is the 
possibility that increased taxes will 
lead to injustices; if based on income, 
some industrial units will be required to 
bear the burden belonging to other 
units; if based on the size of labor 
force, a further premium will be based 
on machinery, although a tax would in 
reality merely force a “‘depreciation”’ 
harge on labor. An equitable plan 


bibidd 


the number of men employed and the 
percentage of workers which the indus- 
try has in the past left dependent in old 
age. Whatever the details of the plan, 
industry is solely interested in the 
assurance that the tax burden will be 
universal and proportionate. ‘This be- 
ing the case, industry need not further 
concern itself unnecessarily with this 
phase of the problem. The level of 
operating expenses will rise universally, 
competitive advantages and disadvan- 
tages will remain unchanged, and the 
burden will ultimately be shifted to the 
consumer society.* The exception will 
be in the variances of schemes, admin- 


* This principle already applies to railroad operated 


pension schemes; the Interstate Commerce Commis- 


n recognizes that the charge for pensions must 
ultimately be borne by the public. Pension charges 


are recognized as operating expenses, not to be 


feducted from the road’s permissible return on 


nvestment. 


istrative detail, expense, scope, etc., 
as adopted among the several states. 
For this reason it is to the advantage 
of industry as a whole that action be 
taken through the federal government 
to avoid inequalities of varying state 
laws such as have already been wit- 
nessed in labor regulations and com- 
pensation acts. 


Effect on Existing Pension Plans 


Those companies which now operate 
industrial pension plans are concerned 
regarding the effect of governmental 
action on their established schemes. 
The immediate effect will depend some- 
what on the type of provision adopted 
by the government; a gratuitous plan 
will limit the beneficiaries to the abso- 
lutely destitute and will be of an 
amount approximately equal to what 
industrial plans can now afford to 
pay the type of employee that is apt 
to be destitute at old age. If industry 
were to continue to pension this class 
of worker, it would merely be assuming 
an added burden without benefiting 
the worker, because the state would not 
provide pensions to those with any 
other means of subsistence. 

As a matter of fact, under any 
governmentally administered scheme, 
the effect on existing industrial pensions 
will be extremely small. A company 
might be justified in refusing to 
assume the state’s burden of care for 
the most destitute, but if existing plans 
were discontinued there would remain 
an injustice to the worker, who has 
managed to accumulate a little property 
and who would be unaffected by 
gratuitous government pensions. In 
many companies, pensions to execu- 
tives are administered so as auto- 
matically to eliminate the costly mis- 
takes of judgment and policy often 
attendant on advancing age. Obvi- 
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ously a governmental scheme would 
not affect such a level of pensions, and 
the same principle applies in a smaller 
way to the better-paid laborers. The 
purpose of such a pension is not so much 
to prevent dependency as to provide 
a reward for service and at the same 
time to provide a means whereby the 
company can gracefully retire the 
superannuated members of its personnel 
before their mistakes prove too costly. 

One of the current formulae for 
national prosperity is based on 
an ever-increasing purchasing power 
among laborers—the more that is spent 
the greater will be the return to every- 
one concerned. If a state-administered 
system should discourage savings and 
should direct that added purchasing 
power into the market, and at the same 
time should provide business with two 
million new customers, industry would 
be quick to organize its support for the 
plan. But such is not the case. Sav- 
ings for old age will be discouraged 
only to a minor extent; pensions will 
apply chiefly to the worker whose 
income does not permit a saving, to 
those who have lost their savings 
through some misfortune, and to those 
who would not save anyway. In none 
of these cases would additional pur- 
chasing power be put into the market 
as a result of government pensions. 
In a compulsory insurance plan, pur- 
chasing power would be taken out of 
the market by forced savings. But 
under either system, the purchasing 
power of the beneficiaries would be 
increased only through a decrease in 
some other source, either in the form 
of taxation or in the form of insurance 
premiums. ‘The one apparent effect on 
the market would be that the expense 
of administration, estimated at about 


three quarters of a billion dollars 
would be diverted from those who 
would put it in the market for luxury 
goods to the market for necessities 
required by the aged for their 
subsistence. 


Conclusion 


In conclusion, a résumé of industry’s 
relation to the problem of care for the 
army of destitute and dependent old 
people now living in the United States 
indicates three phases concerning which 
industry should recognize its position. 
In the first place, although much of 
the problem arises from conditions 
with which industry has no connection 
whatsoever, industry’s constant en- 
deavor to install more machines which 
require fewer laborers, especially experi- 
enced laborers, is a contributing fac- 
tor of major importance. Secondly, 
despite numerous commendable efforts, 
industry as a whole has not provided 
any effective solution to the problem; 
and the individual industrial concern 
is not the unit around which to build an 
efficient and effective system to elimi- 
nate old-age dependency. 

In the third place, from a cold- 
blooded view-point of practical value 
to the business man, a scheme of social 
care for the dependent aged offers 
little of either advantage or disadvan- 
tage; practical reasons will neither 
acclaim nor condemn the principle. 

Finally, therefore, the inference is 
that industry should not oppose a 
practical social scheme that will provide 
an income for the aged and destitute 
worker, and that industry’s support 
for such a scheme will be based on social 
reasons, the degree to which it recog- 
nizes an obligation of care for worn-out 
workers. 
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TRENDS IN THE WHOLESALE GROCERY 
TRADE IN SAN FRANCISCO 


By EWALD T. GRETHER 


HE rapidity of change in the 
distribution of food products has 
created problems of extraordinary 
‘nterest in this field. The purpose of 
this paper is to summarize the results 
an investigation of the wholesale 
trade in groceries in San Francisco 
during the years January I, 1900, to Jan- 
iary 1, 1930. Similar studies in other 
parts of the United States would con- 
bute materially to our knowledge 
the status of wholesaling. 

The analysis of the tendencies in 
he San Francisco market is peculiarly 
pertinent, because the trade sentiment 
on the Pacific coast has been that the 
San Francisco wholesale grocers were 
particularly well entrenched. In addi- 
tion, there has been a steady, conserva- 
tive increase in the population of the 
city and of the surrounding territory 
since 1900 which has provided the basis 
for normal growth, without the intro- 
duction of an excessive boom or panic 
factor. The detailed aspects of the 
study are limited to the city of San 


Francisco. 
Classification and General Trends 


It was difficult to develop a classifica- 
of wholesale enterprises which 
would be useful throughout the entire 
peri id since 1900. ‘The following classi- 

ication was employed: ~ 
Class I. General-line, service enter- 
prises: Strictly wholesale, maintaining 
warehouses, selling to retailers, carrying 
a line of grocery items, and offering 
selling, delivery and credit services. 
_Class II. Narrow-line, service estab- 
ishments: Strictly wholesale, maintain- 
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ing warehouses, selling to retailers, 
offering selling, delivery and credit 
services, but carrying a narrow line of 
grocery items. 

Class III. Miscellaneous specialty 
service enterprises: Not strictly whole- 
sale; includes a heterogeneous class 
of houses which either specialize in 
bakery, hotel, restaurant, ship, railroad, 
or other institutional business or carry 
only Italian food specialties.! 

Class IV. Narrow-line, non-service 
enterprises: Strictly wholesale, main- 
taining warehouses, selling to retailers, 
stocks limited to staple items, and 
selling on a cash-and-carry basis. 

Class V. Cooperative wholesale 
enterprises. 

The above classification is useful in 
tracing the general trends throughout 
the entire thirty years. However, so 
many changes have occurred in trade 
structure and in merchandising methods 
since the war period as to make a new 
classification necessary for future analy- 
sis. ‘Table I shows the annual distribu- 
tion of enterprises by classes since 1900. 

Certain of the general aspects of 
the trend are shown quite clearly by 
the tables. Table II particularly as- 
sists in disclosing a perspective of 
the movement within the five classes. 
The following general tendencies are 
indicated: 

1. The increase in the number of full- 
line, service establishments during the 





1 General-line, narrow-line and specialty houses may 
be segregated with considerable precision. A general- 
line establishment carries more than 2,000 items, 
including different grades and sizes, a narrow-line 
enterprise carries approximately 2,000 to 1,000 items, 
and a specialty firm ranges below 1,000 items. 
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early period culminating i in 1912, when 
there were 12 houses in this class. Fol- 


TaBLeE I. NuMBER OF WHOLESALE GRO- 





CERY ENTERPRISES IN Eacn Ctass 
in SAN Francisco, JAN. 1, 1900, 
TO JAN. I, 1930” 

Gen- Nar- | 

eral- row- * ’ ¢ ash- ~ . 
Year | Line, | Line, _— wm phy gb pa t- | Total 

Ser- Ser- Pe©rvice Cc arry ative 

vice vice ) 

| 

1900 9 6 23 38 
1901 9 7 2 39 
[902 9 5 16 [ 3t 
1903 9 6 16 I 32 
1904 9 6 18 I 34 
1905 9 6 18 I 34 
1906 10 7 20 I 38 
1907 10 7 20 [ 44 
1908 10 7 27 I 45 
1909 10 7 25 I 43 
1910 10 7 28 I 40 
IQII 10 8 25 [ 44 
IQg12 12 7 27 I 47 
1913 12 7 27 I 47 
1914 12 8 32 I 53 
IQIS 12 8 29 I 50 
1916 12 8 31 I 52 
IQI7 12 6 32 I 51 
1918 12 4 30 3 55 
1919 2 | 4 31 3 50 
1920 10 5 34 3 52 
1921 10 7 3! 4 52 
1922 9 7 30 4 50 
1923 9 7 3t 4 51 
1924 9 7 35 4 55 
1925 ° 5 30 4 48 
19206 7 5 25 I 4 42 
1927 7 7 32 3 } 4 53 
1928 6 6 32 3 4 51 
1929 6 6 2 3 4 5! 
1930 4 4 31 3 4 46 





2 The above annual enumeration was derived in a variety 
of ways. It was found that the listings of firms in the 
directories and registers such as the Register of Wholesale 
Grocers, of the Thomas Publishing Company, were not 
sufficiently accurate to allow their use. These general 
sources were checked through interviews with members of 
the trade, particularly by interviews with the members of the 
firms involved, when feasible. The enumeration in Table 
I does not at all agree with that of the United States Depart- 
ment of Commerce in the sample Census of Distribution 
made in San Francisco to show 1926 conditions. The 
census enumeration shows 267 wholesale grocery establish- 
ments in San Francisco in 1926. The difference between the 
42 enterprises enumerated in Table I and the census figure 
is due to the inclusion of the following types in the wholesale 
class by the census agents: (1) delicatessen houses, (2) small 
retail-wholesale firms, (3) brokers, sales agents and com- 
mission merchants, (4) exporters. There is reason, too, to 
doubt the accuracy of the Department of Commerce census. 
It seems dubious to expect investigators to achieve proper 
accuracy when they are paid 25¢ per schedule and earn only 
$4.00 to $5.00 per day. It is to be hoped that in the 1930 
census of distribution the classifications were more detailed, 
and the investigators better qualified for their work. 

It should be noted that this study includes only those 
enterprises that assume title to goods, and hence excludes 
brokers and sales agents. The number of brokers and sales 
agents listed in San Francisco has been declining in a decided 
fashion in the last ten years. In 1920, for instance, the 
Thomas Register of Wholesale Grocers listed 218 food brokers, 
in 1925 only 127 firms remained, and in 1929 the list was 
reduced to 99. 


lowing the war period the number of 


houses in this class began to decline 


until only four firms remain. 
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The number of houses in the 
narrow-line, service class follows the 
general trend in Class I. However. 
the movement is not entirely a paralle! 
one. 

. The number of. specialty-ser- 
vice firms fluctuates widely over short 


periods. ‘There was a gradual increase 
in the number of houses from 
1900 throughout the war period. Since 


1919, the number of enterprises has 
remained relatively the same. 

4. Cash-and-carry houses were not 
incorporated into the trade structure 
until 1925 and have gradually increased 
since that date. 

A cooperative wholesale group 
appeared in 1901. However, the most 
significant group development did not 
appear until the war period. 


Histories of Particular Enterprises 


So much may be deduced from the 
tabular presentations. The more in- 
teresting and pertinent information is 
contained in the history of the indi- 
vidual enterprises that have entered 
and survived or that have disappeared 
from the trade during this period. 

Attention must be focused in the 
main upon the full-line service whole- 
salers. The story of the rise and 
decline of these powerful houses re- 
flects clearly the introduction of the 
factors that have produced an upheaval 
within the trade. The century opened 
with nine large houses of this class; in 
1914 there were twelve. During the 
period from 1900 to 1914, four firms had 
entered this class and only one had 
gone out of business: in 1902, the death 
of the original owner led to the retire- 
ment of one firm after thirty years 
of operation. he large general-line 
houses dominated the wholesale gro 
cery business from 1900 until wel! 
through the war period. 
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the Yet today only four of the original seven years of more or less futile effort 
5 Ue seme still survive as wholesale grocers. to obtain an adequate volume was 
ever, \io other firms have entered this class forced to retire; the parent firm still 
ralle| -, replace those who have gone. All operates in the Sacramento area. In 
of the four surviving houses have made 1921 another large firm liquidated after 
“Ser- such radical adaptations to new condi- fifteen years of activity. The year 
short tions as to make them appear to be a_ 1926 opened with two of the oldest 
pamne new distinct type, instead of the old and largest firms missing. One of 
trom §rms whose names they still bear. these houses had been in operation for 
Sin 
rapte I]. Numper oF ENTERPRISES ENTERING AND LEAVING WHOLESALE GROCERY 
Business IN SAN Francisco, JANUARY I, 1900, TO JANUARY I, 1930? 
‘ture ae II spall IV y 
asec Cogneneen —— —_ Cash-and-Carry Cooperative 
Entering Leaving | Entering | Leaving | Entering | Leaving | Entering Leaving | Entering | Leaving 
- I noe I I 
aoe 2 ban 7 I 
I I I | ; 3 3 
; F | os 5 3 
ose } a 2 2 
I I } = AS 3 I | 
_ ith Is 9 | | 
aa eee 2 I 
- cae I 3 
t ae eae 4 I 
I oes 3 6 
+ 2 aay I 4 2 
I oe I I 
es aes x 3 
an mala I 4 
- 2 2 5 4 
xe 2 5 3 
re aS 2 7 3 2 
I I 5 | 10 
i 2 I — 9 6 
2 . 2 5 I 
I I I I { 2 I I 
‘we 2 I 
a : ‘ 5 I 
acs 2 es 7 
2 I I } 3 | 8 I 
2 ee | 7 2 
il I pate I } I } I I I 
re- 2 I 3 5 | 6 
th 4 9 16 18 112 104 4 I 5 I y 
va nd leaving refers both to the shifting between classes of business as well as to the entering or the going out of 
S al fir is, for instance, have shifted from Classes I and II to Class III. Leaving business is not to be interpreted 
iess failures. Commonly, the larger firms liquidated while still showing some profits. There is probably 
ferr rin both Table I and Table II due to the difficulty of knowing ju st when a firm had ch anged its form and 
tly to mr nake it necessary to shift it into another category. Since this element of error is eliminated throughout 
everal years it is best to focus attention upon the years 1900, 1914, and 1930 for purposes of comparison. 
From 1914 to the present time, no forty-five years and was one of the 
ad new firms entered the general-line type largest wholesale establishments on the 
tn i business. However, eight firms re- Pacific Coast. The other firm was 
- ured during this period. ‘Two houses forty years old and had been an impor- 
- sed their doors in 1919, one of these tant factor in the market. ‘The depar- 
ng been in business since 1896. ture of a firm each in 1927 and in 1929 
'O- other house was a branch of a_ reduced the list of survivors to five. 
. ento firm; it had entered the Of the five, one went through a receiver- 


francisco market in 1912 and after ship at the beginning of the year and 
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after considerable slashing of inven- 
tories is attempting to re-establish 
itself by sponsoring a voluntary chain. 
Due to this readjustment, this firm was 
transferred to Class II in Tables I 
and II. 

It is interesting to note that all of the 
firms except one retired before actual 
failure. The reasons for liquidating 
were: (1) the increasing severity of 
competition, as evidenced by the carry- 
ing of many staples at a loss, (2) the 
necessity of making radical readjust- 
ments to meet the changed conditions 
brought about by the entrance of the 
buying groups and chains. Of the 
firms that retired, one went into coffee 
roasting, another into salmon packing 
and a subsidiary of a third still sells 
bakery specialties. 

The history of the narrow-line, 
service establishments need not be 
told in detail since it is essentially 
similar to that of their larger kin. The 
competitive difficulties forcing adjust- 
ments in the service field affected these 
smaller firms as keenly as the large 
houses. One of the six firms in this 
class at the beginning of 1929 was in a 
unique position. It had the distinction 
of being the only wholesale house in 
San Francisco on the old service basis, 
and without private brands or con- 
tractual retail connections. It had 
built its business about a nationally 
advertised line of canned fruits and 
vegetables during a period when other 
firms did not push this line. The new 
buying groups and the cash-and-carry 
houses, however, began to cut into this 
business so that this firm closed its 
doors in 1929. One of the four firms 
remaining in 1930 is affiliated with a 
semi-cooperative buying group, and two 
others have promoted voluntary mer- 
chandising groups. The fourth firm is 
a branch of a large Chicago manufac- 
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turing wholesale house and sells only 
its own brands. Although it was 
desirable to segregate these medium- 
size establishments in the analysis. 
there is no peculiar significance to be 
attached to this group as a whole. 
There are no tendencies here that 
cannot be seen in greater clarity jp 
connection with the Class I analysis. 
The specialty-service enterprises con- 
tinue to remain a factor in the total! 
situation. Apparently, specializing in 
institutional trade or in Italian food 
items (San Francisco has a large Italian 
population) allows a large number of 
small firms to survive. However, the 
majority of these firms are very smal! 
and relatively impermanent. Table I] 
indicates the rapid turnover of firms in 
this class. It is difficult to obtain an 
entirely accurate account of the shifts 
in this group of firms, due to the compli- 
cations of the exporting and importing 
business. The significant point is that 
these small specialty houses offer no 
indication of disappearing under the 
blows of the new developments. 


New Factors in the Situation 


The outstanding intrusions into the 
San Francisco situation, forcing radical 
readjustments, have been the develop- 
ment of (1) cooperative retail groups, 
(2) cash-and-carry wholesale houses, 
and (3) chain-store systems. It 1s 
significant to notice that the buying 
groups take precedence historically, 
although it is commonly thought that 
it was the entrance of the chain-store 
systems which led to the upheaval 
in the wholesale-grocery business. An- 
other common misconception, that co- 
operative buying and merchandising 
groups owe their impetus to chain-store 
competition, is not supported by the 
facts in the San Francisco market: 
the cooperative efforts of the retall 
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had begun to force readjust- 
ents in the wholesale business before 


. chains had become significant fac- 
Table III shows the number of 


II]. Torat Numper or Units 1n Grocery 
x San Francisco TO JANUARY I, 1930 











CHAINS I 

Year Number of Firms Number of Units 

1921 I - 

1922 2 It 

1923 3 It 

1924 4 25 

1925 4 60 

192 7 144 

1927 6 | 188 

1928 8 272 

1929 7 324 

I > 361 
units in grocery chains in San Francisco 
each year since the date of origin. 
Chains were of only minor significance 
intil the year 1926 when there were 
i44 units. Yet major wholesale-gro- 


ery enterprises began to leave the 

isiness before that year, two firms 
having left in 1919, One in 1921, and 
two of the largest in 1925. 

The buying groups played the leading 
role in these earlier readjustments. 
[he only other serious contributing 
factor was the general unsettling of 
business in the post-war period. On 
January I, 1930, there were four co- 
operative buying groups in San Fran- 
cisco in addition to three voluntary 
chains sponsored by jobbers. Only 
the groups which may be considered as 
legitimately cooperative are considered 
in this connection, since the jobbers’ 
voluntary chains are a current develop- 
ment and hence do not throw any 
light upon the happenings at the end 

the war period. Two of the four 
cooperatives may be considered as 

the legitimate cooperative type. 


Uhese were organized by the retailers 


hemselves, own their warehouses, and 
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have no jobber connections. They 
are more than buying groups since 
they have added a considerable amount 
of concerted merchandising effort to 
their buying work. The third group 
was also a legitimate cooperative but 
did not maintain a warehouse and was 
merely a buying club. The club dis- 
banded in January, 1930, due to lack 
of deposit requirements from members 
and to the small volume which did not 
provide the basis for favorable dis- 
counts from manufacturers. Members 
apparently found it more profitable 
to buy from the cash-and-carry whole- 
salers. The fourth cooperative should 
be considered as only a semi-coopera- 
tive since it was promoted by a jobber 
through whom purchases are made. 
The significant fact historically is 
that both the legitimate cooperatives 
and the semi-cooperatives were impor- 
tant factors in the local market before 
chain systems developed. In 1918, the 
older legitimate cooperative had 48 
member stores. In 1919, the other 
cooperative was organized with 82 
stores. Meanwhile, the semi-coopera- 
tive had been organized, with a total 
of 350 stores in this region. Originally 
the two legitimate cooperatives bought 
through the regular jobbers. It became 
the practice on the part of all the 
jobbers to give the buying groups 
preferential discounts. Thus the com- 
petitive market became restricted for 
those firms that did not succeed in 
obtaining the business of the coopera- 
tives. This limitation of the market 
at the end of the war period was the 
prime factor tending to force the regular 
wholesale establishments out of the 
business. This situation culminated 
disastrously for two of the larger houses 
when the cooperatives established their 
own warehouses. ‘The significant point 
is that it was cooperative buying which 
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first forced a readjustment in the whole- 
sale-grocery trade. 

The original cash-and-carry enter- 
prise was established in 1925 as a 
subsidiary to one of the larger service 
enterprises. ‘There are nowthree major 
firms operating in San Francisco on a 
non-service basis. Two of the cash- 
and-carry enterprises are subsidiaries 
of service establishments. The third 
firm is a large wholesale establishment, 
the stock of which is held by an eastern 
holding company which also controls 
extensive chain-store interests. This 
firm acts as wholesaler to a local chain 
system along with the operation of the 
cash-and-carry depots. The paradoxi- 
cal situation of a wholesale-grocery es- 
tablishment serving a companionate 
chain and yet competing for the busi- 
ness of the independents has aroused 
considerable feeling among the mem- 
bers of the trade. The San Francisco 
Retail Grocers’ Association has been 
very actively opposing this particular 
house. 


Adjustments Necessary to Survival 


Just what are the adjustments that 
have been made by surviving firms to 
meet this new state of affairs? It has 
already been noticed that the majority 
of the old-time firms have left the busi- 
ness. What of the remaining firms? 
The methods of adaptation that are be- 
ing employed by the larger surviving 
firms to meet the rigors of these new 
conditions have translated all of them 
into types which bear very little re- 
semblance to their orthodox, general- 
line, service forbears. The processes 
of adaptation may best be examined 
in connection with: (1) the number 
and type of items carried in stock, (2) 
the efforts to obtain controlled lines, 
(3) the use of private labels, (4) efforts 
to build an export volume, and (5) ef- 
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forts to sponsor groups of retailers as 
subsidiary, contractual organizations. 

There is no tendency at present 
among the surviving firms to add items 
to stocks by diversifying or by branch- 
ing out into other fields. On the con- 
trary, there is a fundamental tendency 
towards a simplification of stocks. 
The specialty houses concentrate on a 
few specialty items. The cash-and- 
carry and cooperative enterprises are 
limited to bulk and staple items. The 
four surviving service houses are con- 
centrating their selling efforts upon 
the higher-profit specialties and make 
no serious bid for the staple volume 
except through subsidiary relationships. 

Wholesalers are handicapped by the 
nature of grocery products when they 
attempt to obtain exclusive agencies, 
Yet two of the San Francisco firms 
have succeeded in obtaining a consider- 
able number of controlled lines. These 
lines, of course, consist of goods that do 
not “‘walk themselves off the shelves.” 
One San Francisco firm in particular is 
attempting to build a line of controlled 
items. This firm feels that it is con- 
stantly becoming easier to obtain such 
items. Although this effort should 
be recognized as one of the current 
methods of adaptation it is relatively 
unimportant in the total situation. 
Controlled lines, alone, do not offer 
a way out. 

Much more fruitful is the practice 
of pushing private brands. The four 
large houses, that alone survive from 
among former monarchs of the trade, 
are of some consequence primarily 
because of the success of their private- 
label merchandising. Their chief sell- 
ing effort is directed behind their own 
products. Private brands are most 
important in canned goods, especially 
fruits and vegetables, but also_ 
jams, preserves, jellies, dried fruits 
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coffee and fish products.4 Although 
larger portion of the goods sold 
under the wholesalers’ labels is picked 
up from independent packers, there is 
yme tendency toward manufacturing. 
Coffee is roasted and packed by all 
‘the houses. There is a tendency on 
the part of the wholesalers to pack 
jams, preserves, jellies, and fancy items. 

The brands of the local wholesalers 
have a very excellent reputation in 
the trade and sell throughout a wide 
territory. Private labels have allowed 
these houses to cover the Pacific Coast 
and to reach into foreign markets, 
whereas the market for bulk items 
nd nationally advertised staples is 
limited to a small local radius. 

In addition to the four large local 
firms that have established themselves 
as manufacturing wholesalers, there 
ire two eastern private-label houses in 
he market. One of these maintains a 
ranch and has a considerable line of 
goods under its own labels. It has a 
policy of selling only to independent 
retailers. As yet it has not been able 
to push very deeply into the market. 
(he other eastern firm has a compara- 
ble line but at present sells only on a 
brokerage basis in this market. 

lt is quite natural for the San 
francisco wholesalers to think in terms 
' foreign trade. The larger houses 
have built a considerable volume of 
trade in the islands of the Pacific and 
in the Orient, and even in Australia. 
Most of this trade is in private-label 
products. Likewise, some amount of 


the 


*One of the prime reasons for the growth of the 

rivate-label business in these lines is the easy access 

irces of supply. The packs of many small inde- 

| fruit and vegetable canners offer a wide 

Also, San Francisco ranks third as an 

porting point for coffee in the United States. 

Coffee roasting is the largest single industry in the 

y on the basis of the value of the product. Thus, 

tee, fruits, vegetables and fish products are readily 
ble for exploitation. 


importing is carried on. Of course, 
this export and import business com- 
pensates these firms only in part for 
the half of a normal market which 
would be theirs but for the Pacific 
Ocean. The semi-circular nature of 
this coast market should be kept in 
mind when comparing San Francisco 
conditions with those of interior whole- 
sale centers. 

Finally, there are the attempts to 
sponsor voluntary contractual groups. 
It is interesting to note that none of 
the San Francisco wholesale establish- 
ments has taken a direct financial 
interest inretail stores. However, three 
firms have promoted afhliations with 
chains of independents. This sort of 
effort is too recent in the local market 
to indicate its possibilities. Two of 
these voluntary chains are being fos- 
tered by small houses apparently in a 
last-trench effort. However, one of the 
largest firms is also engaged in develop- 
ing a retail affiliation and hence has 
made it a serious project.°® 

The largest of these groups may be 
taken as typical of the possibilities to 
date. ‘This group comprises over 1,100 
members in the Pacific Coast region. 
239 stores are claimed in San Francisco. 
Member retailers sign a contract with 
a corporation which is a_ subsidiary 
to the parent firm. Under the terms 
of the agreement staples are sold at a 
competitive price to members. ‘The 
retailers do not agree to buy the private 
brands of the wholesaler but it is 
assumed that they will be favorably 
inclined to them. In addition to group 
buying there is group merchandising 
effort. A committee of the member 
stores meets biweekly to select leaders 
from a list presented by the wholesaler. 

5 Tt seems impossible to know just how many stores 


are affiliated in these three groups, since the figures 
given by the firms are contradicted in a most decided 
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These leaders are advertised by the 
stores and by the parent firm. In 
addition, advertising and merchandis- 
ing assistance is given to the members, 
such as bulletins and prepared advertis- 
ing materials. ‘“‘Supervisors” are em- 
ployed to offer merchandising advice. 
At present, the organization is a loose 
one; but it is hoped that it may grad- 
ually become more formal and may 
develop a more definite program. This 
type of effort to date must bow to the 
cooperative wholesalers who are rooted 
much more deeply. 
Conclusion 


Thus, on January 1, 1930, the whole- 
sale-grocery business in San Francisco 
was divided among the following types 
of enterprises: 

I. Four large private-label houses, 
survivors of the old service establish- 
ments. One of these firms is organizing 
a voluntary chain, another operates a 
cash-and-carry subsidiary, and a third 
operates non-service depots outside San 


Francisco. 


II. Three narrow-line houses with 
retail affiliations. One of these affilia- 
tions may be considered as a semi- 


cooperative buying group, the other 
two as voluntary chains. One of these 
firms also operates a non-service sub- 
sidiary. 

III. Two eastern manufacturing 
wholesalers with branch offices in San 
Francisco. However, only one of these 
should be considered as doing a jobbing 
business at present. 


fashion by other members of the trade. It is quite 
likely, too, that a given firm may not be entirely 
certain of its membership at a given time due to the 
loose nature of these Roughly, it 
appears that not over 500 stores in San Francisco are 
involved in these three organizations, with almost 
half of these in the larger grouping; many of the 
members are necessarily very small. 


organizations. 
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IV. Thirty-one small specialty es- 
tablishments dealing in Italian food 
specialties or serving institutional trade. 

\ . Three major cash-and-carry enter- 
prises, two of which are operated as 
subsidiaries by local jobbers and the 
other in connection with a chain system, 

VI. Three cooperative buying groups, 
one of which is semi-cooperative since 
it is sponsored by a jobber, and two of 
which are retail owned and operated. 
A fourth informal buying club has just 
disbanded. 

No one may claim to predict the 
future of grocery wholesaling in San 
Francisco save for a few months. The 
large private-label houses, the cash-and- 
carry enterprises, the two major coop- 
eratives, and the small specialty firms 
have demonstrated a trade rooting 
which guarantees their continued op- 
eration in the near future. Beyond 
the immediate future, the trade struc- 
ture seems to be primarily dependent 
upon chain-store activity in relation 
to the checks of cooperative groups 
and voluntary chains. Chain-store 
systems have not as yet demonstrated 
that the alert individual 
doomed. 

Perhaps the prophecy of one of the 
oldest wholesale grocers of San Fran- 
cisco is a reasonable interpretation 
of the trend. This particular whole- 
saler feels that in the future the grocery 
business will be dominated by three 
types of groups; the chain- 
store systems, the cooperative-whole- 
sale groups and the voluntary chains 
sponsored by jobbers. It does appear 
that the retail-grocery business in the 
future will offer slight opportunity 
to the small independent grocer who 
wishes to remain free from some form 
of alliance. 
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INSTALLMENT FINANCE AND THE 
EFFICIENT USE OF CAPITAL 


By OTTO C. LORENZ 


URING the past fifteen years 
American business has striven 
mightily to become a science. 


Budgets and forecasts have been made 


which approximations have been 
y eliminated. Based on data at 
and past experience records, 
ture performance has been estimated 


vith reasonable hope of accuracy. The 


aw of probability has been observed. 
lust as the engineer has striven to 
btain the maximum efficiency from a 
tor, so American business has begun 
pply the methods of engineering 
science to the business machine 
hope of obtaining an equal 

legree of efficiency. The charts and 
rraphs which have accompanied scien- 
tests have become curves in which 
lume of production, sales, costs, and 
amazing variety of business data 
recorded. Accuracy of thought, 
ysis of available data, and a search 

the truth have become the aims of 
\merican business, and budgets and 
recasts based on reliable data and 
lculated in such a manner as to 
minate approximation and guesswork 


is possible are now indispensable. 


The Problem 

[f we turn to the field of installment 
nance we are confronted with certain 
thematical obstructions which make 
recast dificult. A merchant knows 

if he purchases $120,000 of mer- 
indise, he will turn this stock over 
sell it within a definite period which 

st experience has told him is a 
sonable expectation. If this period 


Bae ~, 
happen to be one month and 


the sale of the merchandise is not sub- 
ject to seasonal fluctuations, then this 
particular merchant should be able to 
transact a volume of $1,440,000 in a 
twelve-month period with aninvestment 
in stock of $120,000. But if it is re- 
quired to determine how much install- 
ment business a finance company can do 
with an investment of $120,000 a very 
tedious problem presents itself. The 
turnover of this capital is dependent 
upon the type of installment contract 
purchased,—whether the contract is 
payable in equal monthly installments 
and whether it is spread over six, or 
nine, or twelve months, or over some 
other period. Assuming that the 
amount of $120,000 is invested in 
January in installment contracts which 
are repaid in 12 equal monthly install- 
ments, it is obvious that in February 
one-twelfth of $120,000, or $10,000, 
becomes due and payable. Assuming 
that this amount is actually paid and 
reinvested in February in $10,000 more 
of 12-month contracts, it is obvious 
that in March $10,000 of January’s 
investment becomes due and one- 
twelfth of February’s investment of 
$10,000 also matures, making possible 
a reinvestment in March of $10,833.33. 
A continuation of this process becomes 
more and more involved and subject 
to error. 

The need for accurate formule apply- 
ing to the above case of installment con- 
tracts, and involving not only twelve- 
month contracts but any desired length 
of installment contract over any desired 
period of time, is essential to many 
forecasts involving installment finance. 
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In the past this need has been overcome 
to a greater or less extent by a reliance 
upon experience records, and future 
requirements have been budgeted to 
some extent from such records. Obvi- 
ously, such a procedure is often only 
approximate and, if relied upon exclu- 
sively, may become hazardous in the 
event that a radical change occurs in 
any one factor affecting the income of 
the installment finance company. A 
sharp increase in overhead expenses or 
rediscount charges, a radical change in 
the length of the installment contracts 
purchased by the finance company, 
or a severe cut in finance charges below 
the point for which previous experience 
might be found, would perhaps make 
havoc of the company’s earnings state- 
ment. Past experience records might 
then prove to be insufficiently accurate 
for safety and the need for exact cal- 
culation of the effect of such changes 
would become pressing. 

For purposes of illustration, suppose 
that a certain American finance com- 
pany, with a wealth of installment 
experience in the United States, plans 
to extend its installment finance service 
into certain territories of South and 
Central America. A survey of the 
territory demonstrates that the cost of 
supervision and management is very 
much higher per dollar of installment 
contracts purchasable than for any 
territory in the United States which it 
has yet covered. Competitors have 
already established finance charges in 
the territory in question which differ 


from those in effect in the United 
States. The following questions imme- 
diately arise in the mind of the 


executive: 
1. Are the finance charges high enough 
to overcome the greater cost of operation? 
2. How much volume is required to cover 
the cost of operation? 
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3. How much capital will be employed 
in the operation? 

4. How much business can be purchased 
and rediscounted profitably? 

5. On the basis of commitments in hand. 
what is the maximum amount of operating 
cost permissible, making provision for 4 
normal return on the amount of capital 
invested? 

6. How does this maximum cost permis- 
sible compare with the minimum operating 
cost requirements for the territory? 


A satisfactory solution to these ques- 
tions cannot be obtained without some 
degree of pure mathematical study, 
However, three of the simpler solutions 
will here be given in order not onl) 
to demonstrate the feasibility of work 
of this character, but also to emphasize 
its absolute necessity. The final solu- 
tion given in this article makes use of a 
formula which is of basic importance 
in installment finance budget work. 
The derivation of the formula involves 
mathematical work of an advanced 
character and the formula itself is 
rather formidable, so that for practical 
purposes a table has been constructed 
(Table III) the use of which will be 
described in due course. 

Before undertaking the solution of 
any of the questions raised, a short 
analysis will be made of the way in 
which Table I and Table II are 
constructed. 


over a period of 12 months, then obviously the total 
volume for the period is 12. Assuming that each of 
these unit volumes per month is made up of install- 
ment contracts payable in 12 equal monthly install 
ments, then the behavior of these transactions is as 
follows: 

In the first month, or January, a volume « 
transacted which is repaid at the rate of i2th 
I per month over the 12 successive months. 

In the second month, or February, another volume 
I is transacted which is also repaid at the rate o! 
L4 oth of 1 per month over the 12 successive months. 


Tables of these transactions follow; 
an examinationof Table I will show how 
Table II has been derived. 
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! \ ime transacted each month. 
eae R -epayments or installments due from each series of transactions. 
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se of TABLE II First Solution 
rtal For 12-month installment contracts only. To (In which the volume will be financed 

v e the amount of investment required for any entirely by capital and no rediscounts 
he ila and the total investment required . i 
volve  abpegagpecibie oe 3 haga “sipherpenaoeD ‘ee will be made.) 
eriod, where the volume is a constant (unit) 
each month throughout the period. * Assume that 
7 Snes ” : - $120,000 = the commitments (volume) estimated 

2 x r= to be obtainable per month. 
ac v 2 aa | 07 eK $1,440,000 = total volume for the 12-month period. 
| 4 = 3 og | e. §"s.9 10% = finance charges obtainable in the 

: © See | ESEce territory under consideration 
¢ w ae 2 Pam ? 
c = | an - 
= = ae 2us—y (expressed as a flat rate). 
3 ae 355 - 9% = return per annum required on the 
5 & b ; ; 
: 6,2 z= investment. 
sho $i : St 3 $20,000 = operating expenses estimated to be 
a Be < — é required for the territory. 
a . i — — Eos ee ° - ° 
i on 18¢o(1) | 28K 9(1) From Table II it will be found imme- 
c 1. 11 230 + , P 
A 272 10r2 33.2 diately that: 
12 12 ES Se ¢ 
a a, 42, , 7 4 
<5 a5 50,5 $120,000 XK 7849 = $780,000, total investment 
542 42 5149 required during 12-month period. 
é ee. 63 
4 3 + 6ai3 and 
& . 72 . 
i 4e $12 is $120,000 X 685 = $660,000, installments due 
12 12 _212 . ° 
942 i 749 during 12-month period, 
‘ 7&., és _ 
‘i 7 a wi Assuming that the installments due over the twelve- 
: month period have all been paid at maturity, the 
"it should be observed that the first month of operations earned income can be obtained at once by multiplying 
est hly investmen nd the here- . 
Eey vel taly investment, and that there the amount of installments due as obtained above by 
‘ nstalln s which become due lighten the monthly : . 
burden to the point where, after the r2th month, _ the finance charge: 
ced be invested, inasmuch as the install- $660,000 X 0.10 = $66,000 earned income. 
jual the volume of transactions per month, 
the volume still remains a constant (unit) Deduct 
nth should be observed further that the Operating 
: . required to carry this volume of unity per 4 
and that this amount becomes permanently Expenses $20,000 
lau it may be observed that the installments -cerve 
cated t period of 12 months are ®4j2ths. This Reserve for 
uv Tin the calculation of earned income. bad debtstf 7,200 27,200 
$38,800 amount available 
he aa " mp ee ee 
actual problem may now be for dividends. 
i d t The reserve for bad debts is established n the ba yf 
lg of 1 { ¥ 
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As the capital investments were made in varying 
amounts over various periods, it is only fair that the 
dividend be calculated on the basis of time and 
amount of capital invested. Turning to Table II 
it will be seen that, of the initial investment of 
$120,000: 

12/9 are invested for 1 month (the first) 
234» are invested for 1 month (the second) 
33459 are invested for 1 month (the third) 
etc., 
making a total of 

659. which are invested over a period of 12 

months. 

Now, since the dividend rate required is 9% per 
annum, or 34 of 1% per month, the actual dividend 
required will be: 

050 X $120,000 X on $48,750, dividend required. 


From this it may be seen that 
Income available for dividends = $38,800 
Dividend required 48,750 
Would leave a deficit of $ 9,950 
In other words, if the business were 
carried on under the conditions stipu- 
lated and according to the program out- 
lined in this first solution, a loss or 
deficit of $9,950 would be incurred. 
In answer to the questions on page 452, 
we find the following: 


li 


1. The finance charges were not high enough to 
overcome the cost of operating expense, establish a 
reserve for bad debts, and afford a return of 9% per 
annum on the amount of capital invested. 

2. In order to determine what volume of business 
must be transacted in order to satisfy the above 
conditions, an equation may be formed in which the 
total earned income forms one side of the equation and 
all expenses, reserves, and dividend requirements 
form the other side. 

Let A = the volume of business required per month. 
Then 
66 
~- X 0.10 X A = $20,000 + 0.005 X12 X A 


I 
Earned income 


Operating Reserve 
expenses 
0.0¢ 650 
+= xx A 
Dividends 


which reduces to 
0.084 A = $ 20,000 
A = $238,214, the amount of business re- 

quired each month to pay 
operating expenses of $20,000, 
establish a reserve for bad 
debts and pay dividends at the 
rates specified above; in other 
words almost two times greater 
than the amount estimated as 
obtainable. 
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3. Operating at a deficit of $9,950, a capital invest. 
ment of $780,000 would have been required to 
transact the volume of business specified. 

4. Under the procedure of this particular solution, 
no transactions would have been rediscounted. 

5. The maximum amount of Operating expense 
permissible would have been $10,050, after having 
made provision for a 9% return on invested capital 
and after having established a reserve for bad debts 
of 14 of 1% of the volume. 

6. As the maximum cost permissible is much less 
than the minimum operating cost requirements for 
the territory under this method of procedure, adjust- 
ments in the direction of smaller dividends or reserve 
for bad debts, greater volume, or larger finance 
charges must be considered if the method of capital 
investment described in this first solution is to be 
followed. 


We are now ready for the 


Second Solution 


(In which one-fifth of the monthly volume is 
financed by capital investment and the remaining 
four-fifths are financed by rediscounting the contracts 
purchased at a rediscount cost of 6% per annum.) 


The remaining terms of the problem 
are as before, namely: 


$120,000 = the volume estimated as obtainable 
per month. 
10% = finance charges obtainable (flat rate). 
9% = dividend rate required. 
$20,000 = operating expenses required. 
16 of 1% = reserve for bad debts (based on volume). 

The solution of this problem may be conveniently 
divided into two parts: a consideration of the beha- 
vior of the capital investment, and a consideration 
of the behavior of the amounts rediscounted. 

The capital investment is to be one-fifth of the 
monthly volume of $120,000, or $24,000 in the first 
month. $24,000 of the volume of each successive 
month will be financed in part by additional capital 
investment and the balance by the installments due 
on the capital already invested. It follows that: 
$24,000 X 7849 = $156,000 total capital investment 

required, 
and 
$24,000 X 6645 = $132,000 total installments due. 

The earned income on the capital investment would 
then be 

$132,000 X 0.10 = $13,200 earned income 

From this must be deducted the amount for divi- 


dends (based as in the first solution on the amount 
of time the capital is invested): 
650 0. OC 5 

xX ? X $24,000 = $9,750 dividend 

t - requirement 


(a) leaving $3,450 as the amount of earned incom 
from capital investment aval 
able for operating expenses and 
reserve. 
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behavior of the rediscounted amounts must 


e 


+) 
Sactit 


ints of rediscounts outstanding will be as follows: 
in the first month for a period of 1 month. 


4 


be taken into consideration. 
-he rediscounted amounts are $96,000 per month and 
a+ the total amount rediscounted will obey the 
same law as the total amount of capital determined 


Hence: 


II. 
78 
12 


It is evident that 


= $624,000 rediscounted amount 


outstanding at end of 
twelfth month. 


The earned income may be determined as before 
» the amount of installments due over the 12- 
ith period as follows: 

66; K 0.10 X $96,000 = 


$52,800 earned income 
from rediscounts. 


The cost of the rediscounted material may be 
termined in the same manner in which the divi- 
1 dends were calculated in the first solution. 
nstallments due reduce the amount of rediscounted 


As the 


ns each month it is obvious that the total 


In 


Hence: 
of 


xX $96,000 


12 


» tr 


sy oths in the second month for a period of 1 month. 
| oaths in the third month for a period of 1 month, 


, a total of ©5%oths which are rediscounted 
r periods of one month over a total twelve-month 


cost of redis- 
counts on the 
basis of interest 
charges at 6% 
per annum. 


= $26,000 


-ducting this amount from the amount of earned 


ym rediscounts, it follows that: 


a) and (b), we obtain: 
‘ 


Less 


ts of operations. 


amount of in- 
come available 
from redis- 
counts for oper- 
ating expenses 


and reserves. 


$26, 800 


Total amount 
of income avail- 
able for operat- 
ing expenses 
and reserve. 
Amount re- 
quired for oper- 
ating expenses 
and reserves. 





Surplus, ascom- 
pared with a 
deficit of $9,950 
obtained in the 
first solution. 


\gain answering the questions raised 
page 452, we observe: 





1. The finance charge rates are sufficient to meet 


al 


2. The amount of volume needed to cover operating 
costs, reserves and dividends may be determined 
rapidly from the following equation: 

Let 5 A = monthly volume required. 


Then: 
(© x 0.10 ~ B29) 0 4 
12 12 12 
(Fx — ~ $22 2:28) x on a 
12 12 12 
20,000 + 0.005 X 12 X 5A 


$20,825 

$104,125 or the monthly volume re- 
quired in order to cover all 
expenses, set up reserves, 
and provide for divi- 
dends,—almost $16,000 
less than the volume esti- 
mated to be obtainable. 

3. The amount of capital investment required 
under this procedure was only $156,000 as compared 
with $780,000 in the first solution. 

4. Four-fifths of this business would have been 
rediscounted with ultimate profit. 

5. The maximum amount of operating expenses 
permissible could have run as high as $23,050. 

6. As the maximum operating cost permissible is 
higher than the actual amount estimated to be neces- 
sary, this particular solution offers a safety factor 
with respect to operating in the territory under 
consideration. In other words operating expenses 
could run $3,050 higher than the amount estimated 
to be necessary, or volume of business could fall off 
to $104,125 per month, without endangering dividends 
or reserves. 


from which A 
and sA 


Obviously the capital has been em- 
ployed with much greater efficiency 
in this solution. It would seem to be 
equally obvious that the efficiency 
increases as the amount rediscounted is 
increased and as the amount of capital 
employed is decreased. However, good 
practice has wisely established a limit 
to the amount of transactions which 
may be rediscounted, this limit being 
set at four or five times the amount 
of capital or net worth represented by 
the finance company. 

A flagrant violation of this rule 
occurred in Europe in 1929. An old 
established insurance company created 
a subsidiary for the purpose of financing 
installment sales. ‘The subsidiary com- 
pany’s outstanding notes payable in 
July, 1929, were over 100 times as 
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great as the paid-in capital and surplus. 
These notes payable were due to banks 
on a go-day basis; and in spite of the 
fact that very few notes were expressly 
renewable, the money loaned by the 
banks to the subsidiary had been in- 
vested in installment paper maturing 
in anywhere from 12 months to 24 


months, thus violating another 
old-established banking rule. The 
amounts borrowed from the _ banks 


were, of course, guaranteed and en- 
dorsed by the parentcompany. Severe 
losses were detected in the subsidiary’s 
operations, banks called their loans, 
and it was found that the position 
of the parent company had been seri- 
ously impaired. The common stock 
of the parent company dropped from 
1,000 bid in July to So asked and no bids 
in August. ‘This unfortunate example 
was pointed to by European bankers 
as the inevitable result of installment 
financing in whatever form and how- 
ever conducted—a very unfair position 
to take, in the writer’s opinion, inas- 
much as this company’s method of 
operation had been grossly indifferent 
to the principles which have come to be 
recognized as good installment practice. 

[he writer has emphasized this point 
in order that the course indicated by 
the second solution may not be carried 
to an extreme. In other words, al- 
though the second solution would in- 
dicate that the use of borrowed funds 
provides a greater profit for the capital 
invested, this policy must not be 
pursued to the extreme described 
above, but should be restricted care- 
fully within the limits recognized as 
being good installment finance practice. 

Two solutions have now been de- 
veloped employing the use of very sim- 
ple mathematics. Consideration must 
now be given to the method of invest- 
ment described at the beginning of this 


HARVARD BUSINESS REVIEW 


article, where an initial investment of 
$120,000 in twelve-month installment 
contracts was made and where the 
installments due were reinvested jy 
additional twelve-month contracts. 
Table III is given below showing the 
proper factors for installments due, 
and for capital turnover (volume) with 
respect to twelve-month installment 
contracts only, where an initial invest- 
ment of 1 has been made, and where 
the installments due have been rein- 
vested in additional twelve-month /? 
installment contracts. 


Taste III 


For twelve-month installment contracts only. For 
the determination of the amount of installments due 
during any month from an initial investment of one 
unit, such installments due having been reinvested ) 
in additional twelve-month contracts; and also for 
the determination of total volume transacted during 
any required period, the behavior of the transactions 
being identical with the foregoing. * 











M | Install- | Total Volume for Period 
Month ments ppt ; 
ee (Capital Turnover Factor) 
ae Spdanga } 
4-3 i eee 1.0000 
2 (Feb.) |! 0.0833 1.0833 
3 (Mar.) || 0.0903 1.1736 
4 (Apr.) || 0.0978 1.2714 
5 (May) |} 0. 1059 1.3774 
6 (June) | 0.1148 1.4921 
7 (July) | 0.1243 | 1.6165 
8 (Aug.) | 0.1347 1.7512 
9 (Sept.) | 0.1459 1.8971 
10 (Oct.) 0.1581 2.0552 
11 (Nov.) | 0.1713 | 2.2265 
12 (Dec.) || 0.1855 2.4120 





* The exact formula upon which the above table is based is 
as follows: 
If S = Total volume for the period required 
p = Number of months in the period under considera- 
tion less one 
n = Number of installments in the installment contracts 
under consideration 


Then: 


Sp = (: + 45 -?- "(: + 2 le ~ 
n t n r 


— 2n)(p — ~ I 
(p 2n)(p — 2n —1) , +=) 
!2 n 


p-m-2 1 

n? 
The progression of this formula may be seen from the above. 
In substituting actual values, the formula is continued ur 
the last term becomes a zero factor. The remaining terms 
are then evaluated, the result being the capital turr 
factor for the particular installment contract and per 
under consideration. 
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ds of procedure under varying 
f installment finance conditions. 
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scope of this 
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Third Solution 


nd solution a total capital investment of 

vas required. This $156,000 was absorbed 

f twelve months. If the same amount 

it into play as rapidly as possible, 

the $156,000 will be made use of in the 

ind the remaining $36,000 plus the 

; due from the first month’s investment 

, part of the second month’s volume. In 

termine just how far the capital invest- 

n this basis, what earned income will 

how much volume must be redis- 
will be made of Table III. 


sé 


I From Installments Due Total 
$ ) 
$120,000 X 0.0833 = 10,000 $10,000 
120,000 X 0.0903 = 10,840 
36,000 X 0.0833 = 3,000 13,840 
120,000 X 0.0978 = I1,740 
36,000 X 0.09003 = 3,250 14,990 
J 120,000 X 0.10590 = 12,720 
Fet 36,000 X 0.09078 = 3,520 16,240 


this process throughout the 12-month 
we Dtain 
tal amount of installments due. 
t been necessary to determine the amount 
required month by month, the install- 
could have been found much more rapidly 
by using the capital turnover factor for 
juestion after subtracting one therefrom, 
ng by the initial investment: 


710 = t 


1.0000) = $169,440 
265 — 1.0000) = 44,154 
= $213,594" 


A T 
nall discrepancy (less than 4{oths of 1%) 
figure and $212,710, due to the fact that Table 
rried to only four places and that the indi- 
nis due as calculated above have 





me on the capital invested will then 


$94 X 0.10 = $21,359 

the rediscounted material. 
to determine first of all how much 
punted month by month, as 


t respect t 


be rediscc 
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Capital | Install- | Redis- | Total 

Month | Invest-| ments | counts | Monthly 

| ment Due (Required) Volume 

Jan. |$120,000}]........ EERE $120,000 
Feb. | 36,000! $10,000/$ 74,000 120,000 
Ee Se 13,840) 106,160; 120,000 

| ae ee | 14,990] 105,010, 120,000 
Se aa 16,240) 103,760) 120,000 





Continuing in this manner, the total amount of 
rediscounts required during each month is obtained. 
It now becomes necessary to determine the amount 
of installments due or paid during the twelve-month 
period from this rediscounted volume of business. 
It is evident that 1% oths of the rediscounted volume 
of February will mature within the 12 month period; 
9{ oths of the third month’s rediscounts; 84 oths of the 
fourth month’s, and soon. Tabulating we obtain: 


$ 74,000 X 1%» = $61,700 


106,160 X %2= 79,600 
105,010 X %{2 = 70,000 
103,760 X %2= 60,500 


and so on, making total installments due from 
rediscounts, $447,080. Applying the finance charge 
against this amount, the earned income from redis- 
counts is obtained at once: 
$447,080 X 0.10 = $44,708 earned income from 
rediscounts. 

From this amount must be deducted the cost of 
rediscounts. An inspection of the accompanying 
chart will help to derive the factors necessary to 
determine the cost of rediscounts: 
tT | Reductions in amount 

rediscounted = one- 
~~ twelfth per month. 
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34567 8 9 101112 Period. 
From this chart it is evident that if the cost 

rediscounts is 6% per annum or }4 of 1% per month, 

then the costs of the rediscounts outstanding in 

February will be: 


N 


x 
oO 
1°) 


i2 X $74,000 
in March (2 X 74,000 
April 10,5 X 74,000 X 0.00 
May 712% 74 > X 


12 
11 


cys 
A 
2) 
a) 
AVI 


x 
>) 
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Summing these amounts for the required period, it is 
evident that: 
7449 X $74,000 X 0.005 = $2,372 cost of 2nd 


month’s re- 


discounts. 
Similarly 
7549 XK $106,160 X 0.005 = $3,320 cost of 3rd 
month’s re- 
discounts. 
7255 K 105,010 X 0.005 = 3,150 cost of 4th 
month. 
68/5 & 103,760 X 0.005 = 2,940 cost of 5th 
month 


and so on down through each month’s rediscounted 
volume, from which the total cost of rediscounts is 
obtained by summing: 
$23,333 = total cost of rediscounted volume. 
Subtracting this amount from $44,708 (earned 
income from rediscounted material) we obtain 
(d) $21,375 = net income from rediscounted volume. 
Adding (c), the amount of earned income from 
capital invested, and (d) the net income from redis- 
counts, we obtain 





$42,734 = total net income derived from capital 
and rediscounts. 

Now the cost of dividends and reserves is as follows: 

Dividend on $120,000 for 12 months@9% = $10,800 


Dividend on $36,000 for 11 months@9% = 2,970 
Reserve of 44 of 1% on volume = 7,200 
Total = $20,970 


Adding the amount of operating expenses estimated 
($20,000) to this total and subtracting from the total 
net income derived from capital investments and 
rediscounts, we obtain 
$1,764 = net surplus derived from third solution. 

Once more answering the questions raised on page 
452, we find: 

1. The finance charge rates are sufficient to meet 
the costs of operation. 

2. The minimum amount of volume needed to 
cover operating costs, reserves and dividends may be 
reducing one of the 


determined most 


rediscounted amounts. * 


easily by 


* Note that the gross income from the amount rediscounted 
iary 1s 

$6,180 
less 2,372 cost of February's rediscount. 


Febri 


eaves $3,808 net income from February's rediscounts. 


If the surplus of $1,764 obtained in the third solution is 
leducted from the net income from February's rediscounts, 
ve ta 

$2.04 

This amount should equal the net income derived from 
February's rediscounts if operating costs, elc. are to be 

vered without surplus or loss. The amount of volume 
ransacted in February is then determined as follows: 

unt rediscounted in February. 


Let B = an 


(2% X 0.10 — 7242 X 0.005) X B = $ 2,044 
From which B = 30,883 
making the total volume transacted in February equal to 
$85,883, instead of $120,000, and the volume for the year 
becomes $1,405,883 
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3. The amount of capital investment required 
under this procedure was $156,000 as in the second 
solution. 

4- The amount of rediscounts outstanding at the 
end of the 12th month would be $523,023, or less 
than three and one-half times the capital invested of 
$156,000. 

5. The maximum amount of operating expenses 
permissible could have run as high as $21,754. 

6. As in the second solution we find that the surplus 
of $1,764 presents a safety factor which may overcome 
errors in the estimate of operating costs required in 
the territory, or errors in the estimate of volume 
obtainable. It is important to note that in each of 
these solutions the limits to which these errors of 
estimate may be carried are exactly defined, 


Comparison of Results 


The results of these three methods 
of procedure will now be tabulated in 
order that a comparison may be made 
of the efficiency of the various pro- 
cedures. It should be emphasized that 
the conditions which each of these 
solutions was asked to satisfy were 
identical, namely :— 


Commitments (volume) per month = $120,000 
Finance Charges = 10% (flat rate) 











Dividend rate required = 9% 
Reserve required = 16 of 1% on 
volume 
Operating expenses, estimated = $20,000 
Ist | and | 3rd 
Solution | Solution | Solution 
| | | 
RS So ri ntaesees | eee | ogee 
Surplus. . Pe er SP ree |} $3,050! $1,764 
Capital required....... 780,000! 156,000) 156,000 
Dividends. ee 48,750 9,750 13,77 
Minimum volume re- ! 


quired for twelve- 
month period.. 
or 
Maximum operating 
expense permitted 


2,858, 568/1, 249, 500)1,405 , 883 


wee 


} } 
10,050 23,050 21,754 





At first glance the second solution 
would seem to have been the most 
profitable and efficient. It should be 
borne in mind, however, that in the 
third solution the capital investment 
has been put to work immediatel) 
and has also been used profitably. A 
choice of methods dependent upon th 


nre- 


availability of capital is therefore Pp! 
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If an amount of $156,000 of tables discussed in this article facilitate 


required sented. 
the second capital were available in the first some of this work and are an indication 
ne ot oh nth of operations and no other use of what can yet be done. 
the = ° ° > * 
3, oF less it were presented, then the third Installment sales in the United States 
nvested of method of procedure would prove in 1929 are estimated to have been well 
expenses ttractive. If this amount were not over two billion dollars. Stripped of 


the broader markets now made avail- 


4. ‘mmediately available, recourse might 
able by installment finance, the output 


ne surplus be had to the second solution. 

overcome : ° ° ° . ° 
aquired ie Evidently a careful consideration of of many industries would be seriously 
f volume manner in which capital shall be curtailed. Unemployment would un- 
— f nployed in installment financing is doubtedly increase. In fact, the im- 
. minently desirable. An efficient use portance of installment finance in the 
capital may turn a deficit into a_ industrial and banking field of today is 
rplus. Variable finance charges, cost no longer subject to argument. Efh- 
rediscounts and volume of business ciency in the installment finance field 
ethods must be studied; the effect on the is sought as carefully as it is in other 
ited in finance company’s earnings statement fields. Much has been written on the 
> made may be determined with exactitude, merits and demerits of installment 
s pre ff ew markets can be opened with. sales, but little or nothing has appeared 
-d that nfidence, and competitive policies to show how various problems con- 
these be faced with definite knowledge fronting installment finance have been 


vere 





+r 


++ rs 
eC ( 


outcome. 


Many of the 


to the 


icacies of the problem have been 


untouched; the effect of profit or 
on volume and on capital, the 
of delinquencies and the effect 


ther methods of putting the capital 
work remain to be analyzed and 


ented in practical form. The two 


solved. Valuable statistical work has 
been done, however, and standards of 
practice are being established. ‘There 
remains the task of applying this 
knowledge efficiently, thus enabling 
installment finance to improve its own 
position and to render a maximum 
service to industry. 








THE PROBLEM OF THE FURNITURE 
RETAILER 


By A. F. 


IKE many other types of retail 
distribution in the United States, 
the furniture trade, as a whole, 

has been backward in the application 
of modern methods of scientific manage- 
ment. ‘This backwardness has created 
conditions in the trade which give rise 
to the need for a thorough analysis of 
its methods of marketing and a general 
reorganization of the merchandising 
practices. 

In general, the difficulties at present 
evident in the retail furniture trade 
fall into four main classifications: (1) 
the wide-spread prevalence of price 
competition, (2) the changing character 
of consumer demand resulting from 
the growth of apartment-house dwell- 
ing, (3) the lack of confidence on the 
part of the consumer in the furniture 
dealers, and (4) the apparent lack of 
interest in furniture on the part of 
the consumer. 


Wide-spread Price Competition 

There seems to be little doubt that 
the promotional emphasis in the retail 
furniture trade during the past few 
years has been based to a large extent 
upon attractive prices and long-term 
credit. ‘Trade papers and influential 
executives in the industry almost unani- 
mously agree that these selling points 
have been stressed in the majority of 
cases to a greater extent than have 
other appeals. 

The Furniture Record, a prominent 
trade paper in the industry, charac- 
terizes the furniture trade as “clouded 
bargain sales, unnecessarily long 
cut-throat compe- 


by 


credit terms, and 


WILLIAMS 


tition.”! The Furniture Journal, an- 
other trade paper, states, “The present 
retail furnishings advertising is largely 
designed to sell the people who already 
feel the need for home furnishings. It 
is price, price, price, all the time, and 
price does not create potentiality,” 
Z. G. Simmons, president of Simmons 
Company, is quoted as saying, “There 
is utter confusion in the industry 
today because of the wide-spread effort 
to sell price only . me 

This placing of the chief promotional 
emphasis upon price and long-term 
credit is partly the result of ignorance 
of costs on the part of the dealer and 
partly the result of overproduction in 
the industry. During the period 1918- 
20, the furniture industry enjoyed a 
period of wide expansion. The build- 
ing boom, accompanied by rising wage 
levels, made the sale of home furnish- 
ings a comparatively easy task. Gen- 
eral optimism led to the construction 
of new plants and the increase in the 
capacity of many old factories. 

Following the period of 1921-22, 
during which there was considerable 
idle plant capacity in the industry, 
recovery of buying power in the coun- 
try led to a good market in 1923 
and to increased production. Over- 
production again set in, however, an¢ 
curtailment followed. It was not unti! 
1926 that full use was again being made 
of the plant capacity. 

Since 1926, furniture factories hav: 
been operating at between 65% anc 

1 July, 1929. 


2 February, 1929. 
3 Furniiure Record, October, 1929. 
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of capacity, and various methods 
increase output. 


( 


e been used to 


\ reduction in the quality of furniture, 


) 


. cutting and some reduction in the 
f raw materials have brought 


( 
i 


it declining price levels since 1923.‘ 


econd method has been the increase 
the exploitation of installment sell- 


Installment selling has been the 
method of sale in the furniture 
le for a number of years. It is 


timated that approximately 90% of 


furniture business is now done inthis 
but it is not the use, but the 
e, of installment selling which has 


ntributed to the present conditions 


the trade. 


The “dollar down” sale 

particularly good example of a 
tice of this nature. In addition, 
spread of installment selling to 
y other different lines has affected 
ctions in the furniture industry. 


Price Cutting 


he effect of declining price levels 


mn the trade has been to encourage 


cutting and the use of liberal 
terms, which is another way of 


ing prices. The result has been 


lead dealers to use this method of 


| ] 
emphasis upon price and long-term 


rchandising more often and to soft- 


11 emphasis upon quality. 
e placing of the chief promotion- 


appears to be a questionable 
chandising policy for two reasons. 
t, it has the tendency of “‘trading 
the industry and thus fails to 


ture the consumer’s interest; second, 
encourages price cutting and leads 


Pri 


-called “cut-throat”? competition. 
ice, as a selling appeal, does not 

with it a meaning of quality, 
it consequently fixes in the mind 
un’s Review, March, 1928. 


ederal Trade Commission: Report on House 
ng Industry, Vol. I (1925). 


of the consumer the idea that economy 
is the chief element to be considered 
in the purchase of furniture. The 
logical result of this condition is that 
the customer has come to consider the 
purchase of furniture more in the 
light of a necessary expense than as 
the selection of an article which will 
add both comfort and beauty to life. 
Thus, the centering of promotional 
emphasis upon price effects no change 
in the primary demand for furniture 
but merely taps a demand which 
already exists. 

Furthermore, when price occupies 
the central position in a store’s adver- 
tising, news value is brought in only 
by price cutting. Bargains offer the 
chief means of appealing to the selec- 
tive motives between stores. This in- 
evitably leads tocut-throat competition, 
with merchants vying with each other 
to see who can offer the most attrac- 
tive bargains. The effect of price- 
cutting upon total sales of furniture 
has not, however, been to bring about 
an increase in sales. The volume of 
furniture sales is not readily expansible, 
particularly by the use of the price 


appeal. Bargain offers merely shift 
the patronage from one store to 
another. 


Price cutting has, in addition, led 
to the tendency on the part of the 
consumer to wait for bargains. Furni- 
ture is seldom purchased without con- 
siderable forethought, and it is, 
therefore, an easy matter to wait for 
attractive offers before buying. The 
best example of this tendency has 
been the growth in importance of the 
February and August sales as a part 
of the merchandising policy in the retail 
furniture trade. 

The semi-annual sale was conceived 
primarily to even out the retail sales 
curve during the year. Since these 
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sales offered the manufacturer an 
opportunity to reduce his costs through 
the use of his plant during dull seasons, 
dealers were able to obtain merchandise 
at considerably less than at other 
times during the year. As these semi- 
annual sales became more prevalent 
in the trade, manufacturers came to 
expect them and, as a result, refused 
to make price concessions during these 
periods. Dealers, therefore, were faced 
with the alternative of reducing their 
margins or cutting down on the quality 
of the merchandise sold. The semi- 
annual sale has brought about a 
smoother seasonal curve in the furni- 
ture trade, but the increasing tendency 
on the part of the consumer to buy 
during the bargain period may be 
serving to glut the dealers’ markets 
with low-margin or cheap merchandise 
where better merchandise might be 
placed at less selling and advertising 
expense. 

The practice of stressing price and 
credit terms as the chief means of 
promotional emphasis in the trade 
does, therefore, have certain weak- 
nesses as a merchandising policy. 
There is no reason to believe, however, 
that it should be discarded entirely. 
Furniture brings a comparatively high 
unit price, and, therefore, the price 
element will doubtless always play an 
important part in the purchase of such 
merchandise. Very often, also, a cus- 
tomer brought into a store by bargain 
advertising is sold a better piece of 
merchandise. 

It is not so much the use of price- 
and-terms selling as the lack of stress 
upon other motives which is reflected 
in the consumer demand for furniture. 
A greater proportion of retail furniture 
advertising devoted to appeals to the 
motives of pride, artistic taste, and 
the desire for comfort will undoubtedly 


accomplish valuable results by attract. 
ing a greater consumer interest in the 
furnishing of the home. The con- 
sumer’s interest in home decoration 
has heretofore been neglected by the 
retail dealer in his advertising, and, as 
will be pointed out later, the education 
of the consumer as to the principles 
of interior decorating and as to the 


significance of furniture styles would 


prove to be an effective merchandising 
and advertising opportunity to the 
retailer. 


Changing Character of Consumer 
Demand 


The second difficulty being felt in 
the retail furniture trade is the changing 
character of consumer demand result- 
ing from the growth of apartment- 
house dwelling. In 1921, 58.3% of 
the population in 257 representative 
cities lived in one-family dwellings, 
17.3% in two-family dwellings, and 
24.4% in multi-family dwellings, chiefly 
apartments. In 1928 these figures 
were 35.2%, 11.1%, and 53.7%, 
respectively. Thus, the apartment- 
house dwelling population has more 
than doubled during the past eight 
years in those localities. 

Many reasons are given for this 
movement. The concentration of pop- 
ulation in the small areas of large 
cities and the decrease of labor in the 
home are two of them. It is unneces- 
sary to discuss the causes here, and 
sufficient to note the significance of 
the movement in connection with thé 
furniture industry. 

The trend toward apartment-house 
life or more compact dwellings and 
away from the commodious private 
home has curtailed the living quarters 
of a large number of families. Dining 
rooms have been eliminated, kitchens 


6 Furniture Record, September, 1929. 
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nave become kitchenettes, and one 
om must often serve for living and 
Jeeping. These changes in _ living 
sabits have come about rapidly and 
are clearly reflected in the purchase of 
irniture.? Furthermore, many of 
these apartments are rented furnished, 
ad individuals do not, therefore, take 
‘nterest in furniture that might 
otherwise be expected. The profit 
sargins on contract orders of this 
‘ype are low, because of the keen 
bargaining ability of the buyers for 
partment-house builders. 
The tendency toward the concentra- 
ion of population in apartment houses 
throughout the country may not, how- 
ever, necessarily mean a reduction in 
furniture sales in the future. In the 
first place, there is a considerable 
opportunity for the sale of better 
furniture rather than more furniture. 
With smaller homes the consumer is 
ore likely to wish high utility and 
juality in what space there is avail- 
able. In the second place, the intro- 
duction of a more rapid style movement 
is highly probable under these changed 
conditions. With living concentrated 
in a few rooms and the home more or 
ss temporary, furniture is more likely 
to become monotonous and to be 


+ 


ne 


changed frequently, particularly when 


tamilies move often. Finally, a greater 


interest in the home may be expected 
with a smaller unit, and the increasing 


mportance of the convenient kitchen, 
e radio, and the traffic problem are 
idditional reasons to expect a some- 


what greater interest in the home in the 


¢ 


iture. The shrewd retailer will be 


the one who adapts his stock to this 


hanging demand of his market 
thereby, takes advantage of its 
pportunities. 


“What’s the Outlook for 1929?” by the Arthur 
; Company, Furniture Journal, February, 1929. 
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Consumer Lack of Confidence in Dealers 


The third difficulty facing the retail 
furniture trade is the lack of confidence 
on the part of customers in furniture 
dealers. Inaconsumer study of 48,600 
housewives in representative sections 
of the country, conducted in connection 
with the National Homefurnishing ad- 
vertising campaign, the Millis Advertis- 
ing Company® found that 48.4% stated 
they would shop oftener in furniture 
stores if it were not for the high-pres- 
sure methods used. Allowing both for 
inaccuracies which may have crept 
into the study as a result of the methods 
used and for the fact that many women 
would not shop oftener in furniture 
stores for other reasons, this appears 
to give some indication of the lack of 
confidence in furniture dealers. 

This lack of confidence is partly the 
result of the more or less ‘‘out-of-date”’ 
trade practices in the industry and 
partly the result of the attempt of the 
dealers to direct an appeal to too wide 
a range of market strata in the case of 
the individual store. 

Many stores still lack a one-price 
policy, and customers are forced to 
haggle for their purchases much as 
their grandfathers did. Actual mis- 
representation is common in the trade. 
Not only is the average customer 
unable to judge the quality of furniture, 
but the salesman with whom she deals 
often knows but little more than 
she concerning the merchandise. ‘The 
practice of passing a customer from 
salesman to salesman in a store in an 
attempt to force a sale has hurt the 
reputation of the trade and kept many 
customers away. Moreover, the fre- 
quent use of price-cutting has led the 
customer to distrust the regular prices 
in the store. 

8 Why People Don’t Buy Furniture, Millis Advertis- 
ing Company, 1928. 
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Of these trade practices, the policy 
of misrepresenting merchandise has 
perhaps done most to undermine con- 
sumer confidence in the trade. The 
belief that furniture salesmen are dis- 
honest has kept many prospective 
buyers from furniture stores. The tra- 
ditional use of the straight-commission 
basis of payment of furniture salesmen 
may be an important reason for this 
condition, since it places the entire 
emphasis on sales volume. The use 
of a salary-plus-commission basis would 
give the retailer more control over 
his salesmen’s activities and would 
lead to the placing of more emphasis 
upon the satisfaction of the customer. 
The education of salesmen as to the 
qualities and styles in furniture would 
also serve to help accomplish this 
purpose. 

The policy of haggling with a pro- 
spective buyer as to the price of a piece 
of merchandise is a comparatively 
out-of-date practice in most trades and 
is not looked upon with favor by the 
customer. While the visits of an indi- 
vidual customer to a furniture store 
are many times less than to a depart- 
ment store, the importance of cus- 
tomer goodwill must, nevertheless, be 
recognized. 

The second cause 
consumer confidence in _ furniture 
dealers has been the fact that the 
majority of furniture stores have been 
unable to identify themselves clearly 
in the minds of consumers, because 
they have attempted to strike at too 
many market strata. Stores in stress- 
ing the price appeal have caused 
hesitancy on the part of their well-to-do 
customers who fear cheapness in qual- 
ity. On the other hand, the policy 
of these same stores of placing high- 
priced merchandise in their windows 
and on their street floors has driven 


of the lack of 


TTrTawmera we Ws 
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out many potential customers of more 
moderate means who are attracted by 
the store’s bargain advertising. The 
selection of definite market strata to 
which to make an appeal would lead 
to the elimination of much of the con- 
fusion that exists at the present time 
in the minds of the consumers and 
would better enable a store to maintaip 
a continuity of policy. 


Lack of Customer Interest 


The fourth difficulty affecting the 
retail furniture trade is the apparent 
lack of interest on the part of the 
consumer in the merchandise handled 
by furniture stores. This is a much 
more basic and fundamental element 
in the demand for furniture, and it is 
difficult to segregate its influence from 
those conditions which have been con- 
sidered heretofore. For example, one 
cannot say whether the infrequency 
of shopping in furniture stores is caused 
by the policies practiced by the stores or 
by a more fundamental reason, the lack 
of consumer interest in furniture. 

The consumer survey of the Millis 
company® revealed that only 18% 
of the 48,600 housewives interviewed 
claimed to have a considerable interest 
in furniture. Thirty-five per cent ex- 
hibited moderate interest, 27% ver) 
little interest, and 20% were not 
interested at all. The difficulties of 
computing such a classification make 
evaluation of the results practically 
an impossibility. Nevertheless, there 
are certain characteristics in regard to 
consumer buying habits which maj 
support the indications of the figures 
above. 

Furniture is purchased but few times 
during the lifetime of a family. Once 4 
house is furnished, no replacement 


® Ibid. 
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place in the majority of cases 
n or fifteen years later when the 
has reached a higher income 
1 a new home is_ purchased. 
ndition may be caused by the 
at furniture is expensive and 
ut slowly, but it is doubtless 
it the furniture in a great 
\merican homes wou!d be re- 
more often were the consumer 
nterested in furnishing her home 
On the other hand, a large 
ff information regarding home 
tion and arrangement is being 
1 constantly in magazines and 
papers throughout the country. 
would seem to indicate that there 
erest in furniture among house- 
ind, therefore, that other ele- 
are I sponsible for the failure 
interest to express itself fully 
volume of furniture sales. 
Thus, it is dificult to say whether or 
is a comparative lack of inter- 
furniture. Probably it would be 
that, while there exists a 
pread interest in furnishing the 
many cases is 
translate itself 
tual purchase. There are sev- 
1uses for this condition. First, 
‘ndous amount of competition 
: offered in the market by other 
Second, 
cycle is both 
Third, the 
that furniture is expensive and 
hysical depreciation is compara- 
low causes hesitancy on the part 


this interest in 
ng enough to 


ts, new as well as old. 
uiture fashion 


ire and slow-moving. 





consumer to replace the fur- 
in her home. 


Com Het 


ition of Other Products 


[he past few years in this country 
large number of new 
les placed on the market which 
grown rapidly in sales volume. 
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The cosmetics industry, for example, 
which did a total volume of $16,g00,000 
in 1914, is estimated to have passed the 
$150,000,000 mark in 1928. In 1908, 
motor cars were produced to the value 
of $137,000,000, while in 1926 this 
figure had increased to $3,214,000,000.'° 
The radio industry has reached the 
billion-dollar class within a few years. 
Electrical appliances for the home have 
shown a similar growth. 

These, of course, are new articles, 
and furniture, lacking their novelty 
appeal, could not be expected to main- 
tain the pace attained by this merchan- 
dise. Furthermore, there was a large 
unfilled demand for these new products 
which had to be satisfied over a short 
period of time. But these facts do 
indicate the tremendous amount of 
competition which the furniture in- 
dustry has to meet in striving for a 
portion of the consumer’s dollar. In 
addition to increasing competition with 
new products, furniture is facing more 
aggressive efforts on the part of distrib- 
utors of older merchandise, such as 
clothing and bath-room fixtures, because 
of improved marketing methods in 
retail distribution as a whole. 

The furniture retailer can 
course, eliminate this severe competi- 
He can only adopt aggressive 


not, of 


tion. 
selling methods so as to afford the 
strongest possible competition for other 
types of merchandise. Many of these 
new articles have been adopted by the 
furniture trade and are offered for sale 
in furniture stores. Most stores in the 
industry now handle radios and phono- 
graphs, and many have taken on a 
wide line of electrical appliances. A 
few stores have widened their lines to 
include all types of furnishings for the 


10«The Furniture Industry Must Cultivate the 
Great Secondary Market,” by 
Furniture Journal, February, 1929. 
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home and thus have gained some of the 
advantages of the department store in 
that their customers may do all of 
their shopping for the home under the 
same roof. 


Slow-moving Fashion Cycles and 
Style Obscurities 


The second factor which is one of the 
causes for the lack of sufficient interest 
in furniture is the fact that its fash- 
ion cycle moves particularly slowly. 
From ten to twenty years is required 
for a furniture fashion cycle to run its 
course. Some furniture, notably that 
termed “Colonial Antique,”’ lasts for 
many generations. 

This slow-moving fashion cycle is, 
to a large extent, caused by the obscu- 
rity of the styles themselves and the 
consequent lack of consumer familiarity 
with them, particularly at the present 
time. Furniture designs, at the present 
time, are largely based upon those origi- 
nated during the seventeenth and eight- 
eenth centuries in Europe.'! There is, 
consequently, a large number of designs 
from which to choose, none of which is 
associated with the element of distinc- 
tiveness, since they are available in 
all price classes of furniture. Furniture 
design, at the present time, therefore, 
lacks the prerequisite element necessary 
to start the swing of the style cycle, 
namely, distinctiveness. With such a 
wide variety of different designs and no 
single basic uniformity, the likelihood 
of any one design becoming monoto- 
nous is much less. 

In the past, better examples of 
furniture fashion cycles have occurred. 
The Mission style in the early part of 
this century, for example, was a distinc- 
tive type of design which rapidly gained 


wide-spread popularity. The life of 


it Nystrom, Ex momics of Fa hion. 
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its cycle was comparatively short, its 
period coming to a close shortly before 
the World War. The introduction of 
the new modernistic styles, which are 
characterized by particularly striking 
designs, may lead to the return of a 
more rapid style cycle to the furniture 
industry. 

The dependence of furniture styles 
upon architecture, both inside and out, 
is another limiting factor to the speed 
of the style cycle. Once a home is 
furnished properly, it is difficult to 
introduce new styles of furnishing into 
it. 

Arousing Customer Interest 


An analysis of the demand for furni- 
ture, however, reveals a third factor 
which may be the primary cause for 
the comparatively slight importance 
of style in furniture. The buying 
motives for furniture may be divided 
into two classes: those which have to 
do with the owner’s enjoyment in the 
personal use of the product and those 
which affect his pride in its appearance 
to others. The chief elements in the 
first group of motives are those of 
comfort, beauty, and utility. Those 
in the second group include the motive 
of pride in the home as a show-place for 
visitors and stylishness. 

In the case of automobiles or of cloth- 
ing, these latter motives often take 
precedence over the former, because 
the articles are often displayed before 
outsiders. Therefore, style plays an 
important part in their purchase. In 
the case of furniture, the importance 
of these latter motives depends upon 
the amount of entertaining which the 
individual purchaser does in her home. 
With those who do little entertaining, 
therefore, style plays an unimportant 
part, and, since the proportion 0! 
persons who entertain in their homes 
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t nearly so large as the proportion 


who wear clothes and drive 
public, style does not play so 
aportant a part in furniture as it 
ioes in clothes and automobiles. 
The furniture retailer has four pos- 
means of increasing the style 
rest in his community. The first 
by the introduction of “‘provincial”’ 
tyles, that is, styles which lend them- 
lves to the atmosphere of the locality 
n which the store operates. This was 
: the policy followed by the Barker 
Brothers Company, of Los Angeles, 
introduced *“‘The Monterey,” 
, type of furniture based on the old 
\lission style and adaptable to the 
Spanish architecture of Southern Cali- 
rnia.!2 The use of this type of style 
nerchandising brings in the distinc- 
ve element and basic uniformity, 
which aids in speeding up the fashion 


se 


\ second method of increasing con- 
ler interest in furniture style is the 
} ducation of the consumer, through ad- 
rtising and through style “shows,” 
just what furniture styles are and 
what they stand for. Thus, the con- 
er will be able to picture in his mind 
various styles which exist. 

(he third factor which is affecting 
imer interest in furniture is the 
hat furniture is expensive and 

wears out slowly. Furniture 

rings a much higher unit price than 
articles. One reason for 
is that it is purchased in large 
it-groups, such as a complete house- 


other 





By the popularization of replace- 
nt by the room-ful or in odd 
however, the furniture dealer can 
some steps toward meeting this 


since upholstering can be replaced 


ling, November 23, 1929. 





more cheaply than the complete piece of 
furniture, there seems to be a consider- 
able market for the sale and applica- 
tion of new upholstering to furniture. 
The furniture dealer should not fail to 
exploit this market aggressively. 


Conclusions 


Four conditions, therefore: (1) the 
prevalence of price competition, (2) 
the changing character of consumer 
demand, (3) the lack of consumer con- 
fidence in the dealers, and (4) the 
lack of sufficient consumer interest in 
furniture are the chief problems in the 
retail furniture trade today. In gen- 
eral, the solutions to these problems 
center around a change in promotional 
emphasis. The dealer must accom- 
plish a shift from his present short- 
sighted practices of price cutting and 
antagonistic selling to the assumption 
of a broader viewpoint. He must 
study the demands and the needs of his 
customers and adapt his merchandise 
and his methods to these considera- 
tions. This change in promotional 
emphasis can not be accomplished 
by the individual dealer in a short 
period. Obviously, if a dealer’s com- 
petition continues to exploit cut prices 
and long credit terms, he can not 
suddenly shift his promotional empha- 
sis without a serious loss of volume. 
The shift, therefore, should be gradual, 
allowing sufficient time for the store’s 


customers to become accustomed to 
the change. 
Retail merchandising methods 


throughout the country are under- 
going rapid reorganization at the pres- 
ent time, and strong competition may 
be expected in the future. In the 
face of this, the retailer who clings to 
the old methods and who follows the 
lines of least resistance, will most 
certainly not be the one who survives. 








INVESTMENT 
By R. MINTURN SEDGWICK 


N the days of our grandfathers, 


investment was a comparatively 


simple matter. Enterprises were 
small and there were relatively few 
of them. Then, too, there was far 
less capital seeking investment, perhaps 
not a fiftieth as much as there is today. 
Money was invested more locally; 
not for an investor, 
even of moderate means, to know 
personally an official or director of 
| the 
shares. ‘Today there are 
on the New York Stock Exchange 
alone over 2,500 security issues the 
market value of which is approxi- 
mately $130,000,000,000. Few people 
can make an intelligent selection among 
these, even limiting themselves to well- 
For example, how 


it was unusual 


companies in which he 
listed 


most ol 
held 


known securities. 
many investors can pass intelligently 
on the relative merits of such familiar 
issues as the common stock of the 
Pennsylvania Railroad, the participat- 
ing preferred stock of the International 
Match Company, and the debentures 
of the American Telephone & Telegraph 
Company? ‘Though an individual us- 
ing common can attain fair 
results, it is quite evident that investing 
has become a job for experts. 

In the recent bull market a large 
number of unskilled investors made a 
great deal of money; many successful 


sense 


speculators regarded themselves and 
began to be regarded as _ financial 
wizards. Such individuals were skepti- 
cal of the laborious research and ex- 
tended investigation advocated by 
careful investment organizations. The 
recent debacle in the stock market has 
that made overnight 


shown money 
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can be lost overnight. Many individ- 
uals who had made large profits in 
each of the four years preceding 1929 
now realize that a successful invest- 
ment policy is not founded solely on 
courage and optimism. 
Who Gives Investment Advice? 

If we agree that investing is a spe- 
cialized field, we must next see who a 
in that field, or are ostensibly there, a1 
what their qualifications are. The in- 
vestment banker, the commercial bank 
or trust company, the individual trus- 
tee, the financial services and, last, th: 
investment counselor—all are availabk 
for investment advice in one form 
another. 

The difficulty of the 
banker’s position is that he is 
paid for his services as counsel. I: 
order to put his advice on a profitabl 
basis, either he must advise his custom- 
ers constantly to shift their investment: 
so that there will be material brokerage 
fees, or he must urge the selection oi 
his own securities which he can sell 
at a profit. In either case the banke: 
is forced to modify his disinterested 
investment judgment in order to mak 
a living. 

No matter with what good intentions 
a bond house endeavors to give advice, 
it is impossible for it not to be pre- 
judiced in favor of its issues. In the 
case of bonds, there is the selling promt, 
which may run as high as $50 or $00: 
bond; and in the case of new st 
issues, the profit may be even greate! 
Where the banking house foregoes 
advantages of selling new issues, ! 
is likely to suggest that custom 


investment 











from its 
secure a 


ase stocks or bonds 
ortfolio, in order to 
irket for these securities and 
le a distribution as possible. 
llowing situation well illus- 
w difficult it is for even the 
t-erade security house to resist 
A young profes- 


temptations. 
investment 


man went to an 
r’s office for advice regarding 
securities. His professional 
was sufficient for his necessities, 
main investment objective was 
His funds, which were in the 
od of $480,000, had been 
according to the advice of one 
gest and best-known bond 
nthe country. ‘The estate was 
follows: $185,000 worth of 
bonds, $45,000 worth of 

1 bonds and $250,000 in equi- 

| interesting thing about the 
that $150,000 worth of the 

1 $100,000 worth of the equi- 
sponsored by the 
in question. No unpre- 
dge of securities can believe 


re issues 


securities available 
out by one 
have simply 

convenient 
issues. More 
the salesman followed 
primarily familiar 
rganization’s own issues, felt 
y were sound, and knew that 
a livelihood by selling them. 


the best 

tment are 
he firm 
is account as a 


put 
may 


ior its own 
who 


unt was 


Not unnaturally he followed the path 
t resistance; to select other 
would have entailed extra 





without compensation either for 
or for his firm. Fortunately 
client, the was first- 
and the results obtained were not 
bad, though certainly they 
good; even the elementary 
diversification were disregarded 


house 
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in that 20% of the equity fund was 
concentrated in a single company. 

The holdings of another individual 
show what can happen if the bond 
house is of the second grade. This 
man, a successful merchant, believed 
he was getting impartial investment 
supervision from a security-merchan- 
dising organization. His problem was 
one purely of growth, since he never 
spent the income from his securities 
and he added to his investment account 
very substantially every year from 
his business income. Notwithstanding 
this situation, 90% of his holdings 
consisted of long-term, second-grade 
and foreign bonds, which had no chance 
of real growth and the high-rate coupons 
of which simply helped increase the 
man’s taxes. Of course there was a 
very high margin of profit in the sale of 
these bonds, which was doubtless the 
unacknowledged reason that governed 
their selection by the investment house. 
Neither of these materially 
different from scores of others thatcome 
to the attention of the investment 
counsel. 

The trust department of a bank or 
trust company and the _ individual 
trustee are attempting to solve the 
investment problems of their benefi- 
ciaries, but they are handicapped in 
several ways. In the first place, the 
trust departmentof a bankor trust com- 
pany is likely to be tempted to buy the 
securities which the bond department 
has for sale; but this, of course, can be 
guarded against by providing that no 
securities shall be bought directly or 
indirectly from such departments. 
This provision is frequently vitiated by 
mutual among banks to 
buy bonds from one another. Bank A 
will buy for its trusts only from Bank 
B’s return, B_ will 
accommodatingly bonds for its 
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corporation; in 
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trusts exclusively from Bank A. The 
bulk of the business of such trustees or 
trust departments consists of trusts 
under wills, which of course have to be 
invested with regard to certain legal 
requirements rather than on strictly 
investment principles. Following these 
legal requirements with the bulk of 
the funds under their supervision, it 
is dificult for them to shake off this 
investment attitude when they are 
dealing with funds not so restricted. 
A brilliant investor who is on the trust 
committee of a large bank stated that 
the reaction of some of his associates 
to any revision in the holdings of an 
estate was simply, ‘“‘What will the 
Probate Court say?’ Men whose 
minds are thus trammeled can not 
invest so wisely as those who can look at 
the problem purely from a practical, 
economic standpoint. 

The personnel of the trust com- 
mittee of a large bank is not always 
calculated to insure a shrewd invest- 
ment policy. On each of the trust 
committees of two large banks, for 
example, there are half a dozen men, 
all of them citizens who have a well 
deserved reputation for probity and 
business or legal ability. ‘These names 
are excellent window dressing, but as a 
matter of fact on each committee there 
is but one man whose business is solely 
the investment of money. There is 
grave doubt whether the other men on 
these boards are more of a help than 
a hindrance. It appears to me very 
doubtful whether the special abilities 
which these men have as lawyers or as 
salesmen or as engineers qualify them as 
investors. Furthermore, such com- 
mittees meet but fortnightly, or once a 
week at best. The members have not 


time to study carefully the list of securi- 
ties submitted to their judgment, and 
must either approve or vetoinvestments 
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with which they are unfamiliar except 
in the most perfunctory way. 


Adequacy of Fees for Investment Advice 


A far more serious difficulty which 
the trustee, whether corporate or indj- 
vidual, faces is the fact that he is inade- 
quately paid for his work; for example, 
in Massachusetts a trustee receives 6% 
of the income of a trust for his supervi- 
sion and responsibility. Let us suppose 
that a corporate trustee is administer- 
ing 2,000 estates totaling $100,000,000 
in market value; there are not many 
institutions outside of New York City 
that have such large funds as these under 
their guidance. Such funds would 
yield about $4,000,000 or $5,000,000 
income, and the trust company’s fees 
would be in the neighborhood of $273.- 
ooo. The expenses of the mere 
mechanical details in connection with 
these estates would probably swallow 
up not less than half the revenue, 
leaving probably not more than $125,- 
ooo for investment research and profits. 
In all probability the net profit of even 
this figure is inadequate for under- 
taking the responsibility for the safety 
of $100,000,000 of property, so that 
the amount of money left for research 
is negligible. If this is true of the 
large institutional trustees, how much 
would the small institution or individ- 
ual trustee be able to spend on a fact- 
finding organization? Probably they 
would have to content themselves with 
the manuals which are confined mainly 
individual 


to the past history of 
companies. 
The financial services also suffer 


from an inadequate income for proper 
research facilities. Most of thein offer 
their services at prices which range 
from $75 to $150 a year; it is unlikely 
that for that amount of money they 
can pay any attention to a clients 
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adividual problems. And, further- 
re. it is highly questionable whether 

»y can afford research men of the 
hest calibre because of the expense 
lved. There is a further weakness 
their situation, and that is their 
bility to get direct information from 
rporations, simply because they rep- 
-nt no definite amount of stock; 
d the services are known to be 
adcasting organizations, to which 
executive of a company could not 
y give confidential information. 

Let us now examine how the invest- 
counselor is prepared to meet 
needs of the investor. In the 
place, his selfish interest is made 
coincide with his client’s by the 
of recompense. ‘The recog- 

zed fee for investment counsel is 
f 1% per year of the principal of 
account. The fund is appraised 

en first submitted for revision, and 
ually thereafter. The charge is 
ised on the appraised value of the 
tate at the beginning of each year. 
counselor wants the fund to grow 

1 value so that his fee may increase; 
he client wants the fund to grow, 
a larger principal will eventually 
produce a larger income. This unity 
interest is the greatest single ad- 
vantage the investment counselor has 
he investment banker as an 
vestment adviser. Some of thelarger 
banking houses doing an important 
tail business have realized this situa- 
n, and are establishing departments 
lo investment-counsel work, charg- 
Unquestion- 


no L, . ; 
ng the recognized fee. 


bly the prestige and experience of 
e banking houses starting investment- 

unsel departments will attract to 

them many clients, and it is also true 
that such clients will get better results 
rking through these departments 

the same clients would get if 
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they simply dealt with the individual 
salesmen of the houses in question. 
But even the investment-counsel de- 
partment of an investment-banking 
house will be at a disadvantage as 
compared with an independent invest- 
ment-counsel house when meeting cer- 
tain important problems. 
Can Investment Advice Be Disinterested? 
An obvious difficulty to be faced is 
the question of the banking house’s own 
issues. If it recommends any of them 
to its investment-counsel clients, it will 
always be open to the suspicion that it 
is not acting in good faith, that it is 
lacking in impartiality. On the other 
hand, should it recommend none of 
its issues, the clients might from time 
to time miss an occasional attractive 
offering. The regular customers of a 
banking house might ask what was 
wrong with its issues if it recommended 
none of them to the clients of its 
investment-counsel department. 
Another problem facing the average 
investment house starting an invest- 
ment-counsel department is the fact 
that the executives have all been 
brought up in the investment-banking 
business, which in its last analysis is 
simply security merchandising. ‘The 
most skilful merchants of securities 
are not necessarily the best judges 
of security values. Furthermore, the 
investment-counsel department of a 
bond house will always be simply an 
appendage, and as such may not 
command the best brains in the organi- 
zation. A bond house, as a leading 
banker has truly said, in reality re- 
presents the interest of the corpora- 
tions which need financing. Invest- 
ment counselors, on the other hand, 
represent the investor’s interest. It 
is not easy to reconcile these funda- 
mentally conflicting points of view. 
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The effort of one house to attempt it 
might be likened to a firm of lawyers 
acting for both the plaintiff and the 
defendant in the same suit. 

If human nature were more judicial 
and were not affected by the necessity 
for profits, it is possible that a single 
organization could fairly mediate be- 
tween corporations needing capital, 
on one hand, and the investing public, 
on the other. of the keen 
competition among security houses for 
new financing, a corporation wanting 
additional capital is usually able to 
drive a bargain. The banker 
must necessarily make a profit, and 
he in turn favorable terms 
from the public. The public, which 
is ignorant and often mentally lazy 
and therefore not in a strong bargaining 
position, suffers accordingly. ‘The in- 
desire to 


Because 


Zor rd 


secures 


vestment banker has no 
act unfairly, but because of circum- 


stances he has been forced away from 


his role of arbiter and has become 
subservient to his own interests and 
those of his client corporations as 


opposed to those of the investing 
public. The investment counsel has 
become a “lawyer for the defense,” 
available to those investors who are 


incapable of meeting the plea of secu- 
rity salesmen on equal grounds. 
Institutions and individuals of great 
wealth have in many cases organized 
bureaus to study security 
values. One important life-insurance 
company is spending in the neighbor- 
hood of $250,000 annually on invest- 
ment The officials of that 
company realize that every dollar they 
put their research department 
is returned to the company tenfold 
or twentyfold through better invest- 
ment results. Most individuals, ex- 
cept those who have enormous fortunes, 
afford even a modest invest- 
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research. 


into 


not 


can 
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ment-research organization of theirown. 
However, by employing an established 
firm of investment counsel, an individ- 
ual with even $100,000 is able to 
get the benefit of a first-class research 
department, simply because the ex- 
pense of that department is spread 
out among several hundred clients 
having individual funds ranging from 
$100,000 up to several millions. In 
other words, an _ investment-counse] 
house is really a cooperative, fact- 
finding organization, which follows 
closely a large group of companies 
and interprets its information for the 
benefit of its clients. 

It may be asked whether investment- 
counsel houses can get the informatio: 
they desire from companies, particu- 
larly from the larger ones, which might 
be supposed to be indifferent to the 
attitude of aninvestment-counsel house. 
As a matter of fact, the managements 
of even the largest corporations are 
disposed, as a rule, to be frank in 
discussing their affairs with the repre- 
sentative of such a firm. ‘The corpora- 
tion’s attitude is this: it wants its 
stock held by investors, not speculators; 
therefore, to encourage the purchase 
and retention of its stock by investors, 
it is willing to answer the legitimate 
questions of the representative of a 
large group of investors. Furthermore, 
in most cases the management does 
not control the majority of a company’s 
stock. It is therefore glad to gain 
the support of as many of its stock- 
holders as possible. For this reason 
the executives of a company are willing 
to be friendly with an investment- 
counsel house which may represent 
several thousand of its shares. 

Since the investment counselors 
fee amounts roughly to twice that 
of a trustee, and since he is n 
burdened with the responsibility for t 
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¢ of securities, his recom- 
lequate to maintain a very 
le research department. For 
_ an investment-counsel house 
$100,000,000 worth of estates 
supervision receives annually 
inting to half a million dollars. 
ad is certainly no more than 
a trustee, and therefore such an 
ation should have at least $100,- 
spend annually on research work. 
lent that it should be able to 
y superior investment work 
f its ample research facilities. 
ten contended that, in the 
a company getting into financial 
ties, a bond house can repre- 
wn customers’ interests better 
} n an investment-counsel firm. 
| can discover, investment- 
uses have had very slight 
such situations, partly 
their skill in avoiding them 
t place. The following case 
example of an investment- 
house that was alive to a 
talization situation which might 
its clients and the customers 
y other investment agencies in 

| $1,000,000. 
ago one of the largest utility 
g companies planned to change 
ial structure by an exchange of 
Under the laws of Massa- 
the stockholders in that state 
| have been taxed on the profits 
in the old stock just as if 
had sold it. The investment- 
| house in question learned of 
posed plan and suggested to the 
agement of the company a differ- 
heme which would accomplish 
ime result and yet would permit the 
lders to escape the tax. The 





tor the company 

apitalization procedure so that 
\lassachusetts stockholders escaped 
ion. It is estimated that the 


revamped 
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firm saved its clients in the neighbor- 
hood of $100,000 in taxes by its 
prudence, and that the Massachusetts 
stockholders were saved in excess of 
$1,000,000. ‘Though this issue was 
widely held and must have been in the 
lists of stocks held by clients of many 
large bond houses, none of these houses 
sensed the situation. 

The oldest investment-counsel house 
has been operating just ten years; 
all the accounts that have been under 
its supervision for a period of over two 
years have shown a growth which offsets 
the fees many times over. Naturally, 
during business 
sion the best an investment adviser 
can do for a client is to prevent his 
property from shrinking in value as 
rapidly as it would otherwise. For 
example, one account of $300,000 was 
submitted to a certain investment 
counsel during September of last year. 
Fortunately the apparently desirable 
revision was completed by the counselor 


periods of reces- 


just before the market crash occurred; 
the account suffered in the break, but 
investment advice had saved the fund 
$25,000 by January I, 1930, or more 
than fifteen times the annual fee. 

In this paper the facilities of various 
agencies for investment advice have 
been enumerated and analyzed. In 
the course of the discussion only the 
more important phases of the problem 
were brought out, but the entire thesis 
can be summarized in two sentences: 
Investment advice should be wholly 
impartial, and like anything else that 
is worth having it must be paid for 
adequately. The Simon-pure invest- 


ment-counsel house is equipped to give 
advice on these terms; all other invest- 
ment agencies are handicapped either 
through inadequate compensation or 
partiality or 
larger organization having different and 
frequently opposed objectsand interests 


subservience to some 








PROBLEMS OF THE 


TANNING INDUSTRY 


By RICHARD DONHAM 


HE tanning industry is divided 

into four main producing groups:? 

(1) sole, belting, side-upper, har- 
ness, bag and upholstery (from cattle 
hides), (2) calf and kip upper, (3) 
goat and kid upper and fancy leather, 
(4) sheep and lamb upper, glove, lining, 
and fancy leather. The present dis- 
cussion is confined primarily to the 
first two groups and touches upon the 
others only incidentally. No attempt 
has been made to solve the problems 
either of the industry as a whole or of 
any one of its branches; rather it has 
been the purpose to examine into the 
various sources of difficulty and, so 
far as is possible, to reduce them to 
fundamentals. The method of ap- 
proach divides the study into three 
distinct parts: History, Nature of the 
Raw-material and Finished-goods Mar- 
kets, Present Competitive Conditions. 
A fourth section is devoted to a short 
summary, the main object of which 
is to show the interrelationship of the 
factors involved. 


The History of the Industry 


Colonial Tanning.—Tanning in the 
United States began as a household 
occupation. Cattle were slaughtered 
locally, and every community 
had at least one man who sank his 
vats in the stream running through 
his yard, and tanned hides in 
the crude fashion of the day. In 
1630, Francis Ingalls set up at Lynn, 
Massachusetts, what believed to 
have been the first tannery to be 
operated as a business separate from 


United 


soon 


back 


is 


1 Commerce Year Book, 1929, Volume 1. 


ates 


St 


the household.? The governing fac. 
tors in those days were the small 
investment required and the availa- 
bility of transportation facilities and 
of bark supply. Either hides had to 
be taken to the forests or the forests 
brought to the hides. Since hides 
can be preserved by pickling or dry- 
ing processes, their depreciation rate 
is very low, and their value, ex- 
pressed as a ratio to their bulk, js 
relatively high. Bark, on the other 
hand, depreciates rapidly both in qual- 
ity and in quantity if moved any great 
distance. It is light and bulky and, 
in addition to being hard to transport, 
is expensive to store. It was natural, 
therefore, that our early tanners should 
locate near the forests. New England 
at that time had a plentiful supply of 
hemlock and, for this reason, especially 
in the towns of Salem and Lynn, 
became the first center of the tanning 
industry. As the forests became de- 
pleted, tanners moved westward, first 
into Pennsylvania, and later into Ohio, 
Indiana and Wisconsin. 

In this early history is to be found 
the explanation for that large number of 
small, scattered tanning establishments 
which are an important factor in the 
present situation. 

The Post-Civil-War Period.—Follow- 
ing the opening of the western ranges 
by the trans-Mississippi railroads and 
the growth of the Chicago packing- 
houses, a new situation arose in the 
form of a centralized hide and 
supply. Larger tanneries were the out- 
come this, and larger tanneries 
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2 Manufacturing Industries in America, Mal 


Keir, Editor. Chapter XVIII. 
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Rule-of- 
displaced 


to analarmingextent. Our once-abun- 


‘ht improved methods. 
dant forests have largely disappeared 


:mb operation was rapidly 


ay hy methods introduced by chemists and it is now necessary to import a 
ho were employed to study processes great part of our tannin-bearing ma- 
products. The first important terials.6 Of still greater interest, how- 


ever, is the growing scarcity of hides.’ 
Decline of ranching on our western 
plains, and the turn of other cattle- 
raisers from beef to dairy herds, have 


‘bution to the tanner’s art was 
of tannin extract. It broke the 
smal] 1 the forests had on the industry 


| made possible its location in places 
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— re favorable from other points of not only decreased the hide supply in 
ee utiee the United States numerically but also 
fore n attempt to producea fine upper have lowered the quality.’ Further- 
hid er which would serve the same more, concentration of by far the 
vr drv- e as “French kid” and “‘Moroc- greater portion of the meat business 
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t of this discovery was to shorten 
length of time required for tanning 
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tion since 1900.—Since the 
century it has become 
ingly apparent that our native 
lies of tan-bark have been depleted 


extract is produced by soaking the bark 
This is done at the 

cuts down the transportation, labor, and 
arges of the tanner. Since the extract can 
lized, more uniform results can be obtained 


bark itself. 


nceentrating the tannin. 


e leather is produced by the use of mineral 
ly of chromium, iron, and aluminum. 

rome tanning has been found impractical 

eavier leathers because of the relatively hard 

characteristics of its products, which as a 

t withstand water satisfactorily. Recent 

wever, hold out hope for the future.— 


extent to which this has taken place. 
The tendency received a strong impetus 
from the World War. Beginning with 
1915, the extraordinary resulting de- 
mand far exceeded the possible supply, 
a condition which continued on through 
1919 and ceased only with the crisis 


6 Quebracho, imported from Argentina, is the most 
important tannin-bearing material in this respect. 

7 Each vear American tanners have to go outside 
the country for from 30% to 40% of the cattle hides 
needed to fill their requirements.—Representative 
Industries in the United States, H. T. Warshow, 
Editor, Chapter XII, “Leather,” by Allen Rogers. 

8In any given number of dairy cattle more bull 
calves and worn-out cows are slaughtered than in an 
3ecause their hides 
it happens that 


equal number of range cattle. 
are thinner and “‘spready,” 


more 


neither calves nor cows yield as valuable hides as 
steers.—Keir, op. cit. 
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of 1920." Rapid expansion within the 
industry took place during this period. 
In fact, 1919-20 found the industry 
in a process of still greater expansion on 
the expectation of an improved foreign 
demand. By 1921 there was nearly a 
year’s supply in stocks of leather." 
To add to the discomfort of those 
interested in leather, there came upon 
the market, at scrap prices, a vast 
amount of finished leather released by 
the Government from stocks accumu- 
lated for war purposes. 

There can be but little doubt that 
trouble exists in the tanning industry. 
‘The best evidence to this effect is to be 
found in the profit-and-loss statements 
of those concerns which publish them. 
For the past decade a satisfactory profit 
showing by any company in the field 
has stood out as exceptional. Owners 
of private enterprises publishing no 
statements have nevertheless let it be 
known that they have made no money 
since the War. In December, 1929, 
more than two hundred tanners gath- 
ered in Washington and “gave their 
attention to the problems confronting 
their industry, one of the few placed on 
the distress list by President Hoover.”’” 


Nature of the Raw-material Market 


It is logical to begin a diagnosis of the 
tanning industry at the source of the 
raw material. Hides may be classed 
roughly as “packer” and “country” 
according to take-off. The classifica- 
tion is significant, since the manner of 
killing, skinning, and sorting enters 
into the price, there being a differential 
which offsets the variation in quality 
and the uniformity in grading. 

10[n the period of rapid inventory depreciation 


which hit nearly every industry in 1920, leather 
suffered tremendously. 

11 Commerce Monthly, Volume IX, Number 9, 
“The New Status of the Leather Industry.” 


12 Boston Transcript, December 17, 1929. 
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It is evident that the world supply 
is fixed for any but a long period o; 
time. ‘To increase overnight the num- 
ber of cattle on farms, ranges, or other- 
wise available for slaughter is no; 
possible. Furthermore, practically p; 
cattle in the world are raised for their 
hides; the demand for meat fixes the sup- 
ply. Thedemand for hides, on theothe; 
hand, is dependent upon factors entirely 
unrelated to the consumption of meat. 
Thus there arises a condition wherein 
supply is not synchronized with demand, 
a state of affairs fully as unsatisfactory 
as it sounds. To make matters worse. 
seasonal variations in quantity and 
quality, together with international! 
competition between the sundry buyers 
and producers, lend to this apparently 
inelastic market a high degree of elas- 
ticity and place this marketentirely out- 
side the control of the parties interested. 

In these facts may be found th 
fundamental causes for the widely and 
wildly fluctuating levels which cha: 
acterize the hide market. 

Since the cost of raw 
represents about 67% of the value « 
the product, and since the process « 
tanning takes from two to six or mor 
months, this fluctuation constitutes on 
of the most serious problems with whic! 
the industry must deal. Among othe: 
things—notably the widely advertised 
economies of large-scale enterprise—the 
United States Leather Company was 
organized to overcome this very con- 
dition. America’s first million-dollar 
concern, it has never realized the hopes 
of its progenitors. In 1905, by which 
time dividends on the preferred stock 
were 43% in arrears, a reorganizatio! 
took place, and there have been various 
readjustments since. 

It is reasonable to suppose that 
the high-handed purchasing policies, 
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adopted by the early Board of Direct 


materials 




















Company, led the packers to 
sthemselves. The expectation 
the packers could make in 
profit denied them in the 
terial. The net result was 
stabilizing of the hide market. 
it is true or not is impossible 
y, figures not being available, 
e impression is current that these 
’ tanneries are used by them to 
ilate the market. When prices 
the tanning packer is low in 
on; when prices are low, a 
portion of his hides is diverted 
wn plants in an attempt to 
rest to higher prices. It 
at, failing to eliminate com- 
1 thus to stabilize prices, 
United States Leather Company 
thing and probably lost a 
through the inflexibility 
size brought to it. Such, 
been the case with nearly 
large tanners, each year gen- 
ving to be ‘“‘another year of 
ntment.’’!3 

re recent attempt to overcome 
tuations took the form of an 
| Hide Exchange. Apparently 
have been anything but 
ing, as evidenced by the fact 
has been characterized by men 
trade as a gambler’s paradise. 
haracterization was based upon 
ef that if actual delivery of hides 
t on a futures contract is desired, 
no guarantee that this delivery 
made in the exact grade pur- 
A number of tanners have 

a preference for poker. 
tion on the Hide Exchange, 
t decreasing price fluctuations, 
hesthem. The speculators push 


ns up and up until the market 


Company, Report to Stock- 
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becomes top-heavy, then they change 
their position and “ride the down 
swoop.” <A further consideration in 
this connection is the state of mind of the 
industry. Sodemoralized has it become 
that a rising market invariably finds a 
rush of buyers; whereas a falling market 
is allowed to fall, each buyer hoping 
to get the advantage of the last half- 
cent drop. One company in particular 
has gained some degree of fame for 
its consistent faculty of buying at 
the top and selling at the bottom. 


Nature of the Leather Market 


For the last ten years the leather 
market has been a buyer’s market 
because of over-capacity in the indus- 
try. It is limited on the lower side 
only by the costs of production and the 
continued ability of producers to absorb 
heavy losses. It is limited on the 
upper side by the competition of sub- 
stitutes. Because it is a buyer’s mar- 
ket, it lags behind the hide market 
on the up-swing and turns coincidently 
with it on the down-swing. Within 
these rather elastic boundaries it fluc- 
tuates severely. 

Progress in industry and science has 
brought about sharp changes in de- 
mand since the War. ‘The rapid rise 
of the automobile to an every-day 
necessity has meant less walking. Not 
only that, but better roads have 
brought a trend toward lighter foot- 
wear (affecting sole leather) and the 
all-year use of low shoes. Fewer 
horses have meant less harness leather, 
less buggy-and hack-upholstery leather. 
The use of tractors and machines on 
farms has also cut down the need for 
harness leather. Closed cars have 
meant fabric upholstery; gear drives 
and electric motors have cut deeply 
into the belting-leather market. 
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The demand for novelties in color, 
finish, grain, etc., has taken business 
away from the so-called staples; each 
line now has a very short life. The 
popularity of cut-outs, slashes, and 
perforations in women’s shoes has been 
reflected in a lessened use of leather. 
And while these apply directly to the 
manufacturers of uppers, they apply 
indirectly to the sole-leather producers. 
Soles are thinner, and there is a wider 
use of sport shoes requiring rubber 


soles. ‘There has also been a decided 
turn away from leather furniture 
upholstery. 


Competition from substitutes, al- 


though hitting all branches of the 
industry, lands hardest on heavy 
leather. Rubber and composition soles 


and heels, imitation upholstery, bag, 
strap, and case leather, fabric belts, 
all make a growing inroad into business 
which once was sacred to the tanners. 
Canvas, cloth, and woven uppers have 
also come into general use. And lux- 
uries, such as automobiles, radios, 
amusements, etc., have affected leather 
as well as other staple commodities. 
The extent of the recession is shown by 
the following table: 


PERCENTAGE OF DECREASE IN OuT- 
PUT, FROM I9I14 TO 1926 


Taste II.'4 


BON MOEEOE ic ikcsscscascsces =SEG 
Harness leather.............. —60% 
Belting leather........ —12% 


oo ne Monthly, Volume IX, Number 9. January, 
225. 

All this is in the face of a 10% in- 
crease in shoe production and a 20% 
increase in population, as well as of 
the fact that the capacity of the 
industry is far greater today than in 
1914. The recession is thus aggra- 
vated that much more. Perhaps the 
most important fact in this connection, 
however, is the increased use of split- 
ting machines, making the same hide 
go twice as far as formerly. 
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Competitive Conditions 


There is tremendous over-capacity 
in the tanning industry. This was 
brought on partly by the war-time 
expansion, referred to above, and partly 
by the changes in demand also re- 
ferred to above. The problem became 
acute after the 1920 debacle, when 
Government figures of stocks on hand 
and in transit acquainted the buyer 
with the true situation. The difficulty 
has been hard to overcome for many 
reasons, chief among which is the 
variety in types of ownership of tanning 
establishments. 

Packer-owned or controlled tanneries 
have always been a bane to the indus- 
try. In large production the tanning 
packer is ruthless in his competition 
for desirable accounts, his main object 
apparently being to sell in the form 
of leather his excess production of 
hides. The profit or loss resulting 
from this is apparently not considered 
so long as the hides are moved. It 
may be that the haphazard merchan- 
dizing of the tanning packer is a far- 
sighted move to demoralize competi- 
tion and to leave him in a more 
favorable position once this end has 
been accomplished. There certainly is 
no incentive for the packer to scrap 
his plants, since he is aware of the 
threat which their existence constitutes 
to the rest of the industry. Through 
their existence the packer becomes at 
once the primary source of supply and 
a competitor to other tanners. To 
maintain this situation he is willing to 
stand considerable losses. He has stood 
them for some time, none of the 
tanneries owned by these interests 
having been successful over a sustained 
period. 

Because of the demoralization 
the field, many of the large shoe manu- 
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‘acturers have established their own 
ranneries in an effort to stabilize their 
-aw-material costs. ‘To this end they 
purchased existing plants, but 
have run them at full capacity on 
trength of an assured outlet, in 

is way adding seriously to the over- 
pacity of the industry. By paying 
“attention to standardization 

raw material, low costs and quality 
duc tion, the tanning shoe manufac- 
has been able to produce a very 
ptional and low-cost leather. Typ- 

ily he is well organized and has 
nendous buying power. The effect 
the tanning shoe manufacturer on 

e rest of the industry has been a 

ble one. In addition to adding 
the capacity, he has taken from 
mpetitive bidding a large part of the 
nner’s market for his products. The 
closed to packers and inde- 
ndents, except for the small residue 
eded by the manufacturer over and 
ve what he tans himself. Like the 
cker, the tanning shoe manufacturer 
nstitutes a threat which gives him 
ng bargaining power. 

There are still many privately owned 
mall and scattered tanneries. Gen- 
rally speaking they are old, inefficient, 
and useless for any purposes other 

an the manufacture of high-cost, 
-quality leather. They could not 

old except at enormous capital 
The owners of these plants are 
the whole without knowledge of 
ts and are continually encroaching 
1 principal without realizing it. 
Members of the family eke out a 
tistactory living from salaries, and 
nily pride is strong, the business 
iving been handed down for genera- 
The personnel lacks acquain- 

ce with any other line of trade, and 

ir of the new prevents a shift’s being 
le even by those persons who would 
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be willing to get out if they could. 
Because they are able to get credit— 
many of them buy their hides on domes- 
tic letters of credit—they manage to 
hang on. Optimism, the belief that 
better times are coming and that some 
other fellow is worse off than they are, 
adds to the difficulty of driving them 
out of business. ‘They are dangerous 
competitors in the sense that “an 
ignorant man can do more harm to an 
industry than a crook.” They are 
partly responsible for the continued pres- 
ence of over-capacity in the industry. 

Although there are but few publicly 
owned companies in the field, they are 
very large. Their ability to suffer 
huge losses, to reorganize and to go 
on again, makes possible a large volume 
of output. In their inception they 
were in the main wrongly set up, the 
management has changed hands fre- 
quently, and the ownership is so widely 
scattered that no one has stepped in 
and taken control to see that things 
are run more carefully. Absentee 
ownership has made it necessary for an 
executive to attempt to get immediate 
results and has made building for the 
future an impossibility. Generally the 
equipment is not the most efficient and 
the overhead is stupendous. 


Merchandising Methods 


The same factors which have led 
to the continued over-capacity of the 
leather industry have had other effects 
of real importance. ‘The industry has 
lagged behind in the new era of stra- 
tegic merchandising just as it lagged 
behind in the era of production follow- 
ing the Industrial Revolution. Even 
today, leather merchants as a whole 
tend to sit back and let the customers 
come to them. Proper merchandising 
includes: determination of what goods 
to produce in order to meet actual or 








480 HARVARD 


potential demands, what changes to 
make in existing products, what styles 
or finishes to provide for, what methods 
of packing to adopt, what products 
to discard, and what quantities to 
This applies to sole leather 
and been 
‘The success 


make. 
as well as to upper, has 
wofully lacking in both. 
of Proctor, Ellison Company in the 
sole-leather field—where the merchan- 
dising opportunities seem offhand to 
be distinctly limited—has nevertheless 
been due in large part to a proper 
understanding and handling of these 
Too many companies have 
willing to sell their customers 
not what the customers want or should 
have, but goods which they themselves 


problems. 


been 


wish to dispose of. 


This poor merchandising has another 


angle which is in part the result of 
the demoralization brought on by 
factors already discussed. Cutthroat 


competition and unfair trade practices 
have added seriously to the difficulties. 
Julius recent address 
to tanners, declared, “There is no 
doubt that in the tanning industry 
confi- 
in by 


Klein, in a 


much loss of 
distrust 
rumors of price cutting, unfair com- 
petition, and unethical practices. In 
of these 
to be without 


] 
least 


there 1S 


lence and engaged 


the large percentage cases 


the rumors are found 


truth, or at greatly 
* Klein, in all probability, 
From relia- 


basis of 
distorted. 
states the matter mildly. 
ble statements made, it is apparent that 
salesmen from well-known houses, on 
failing to sell their leather on a com- 
petitive basis, have begged the buyer 
One instance 
is known where it is the 
policy to honor a customer’s statement 


to name his own price. 
company’s 


President's Committee on Recent 


’ by M. T. 


1S Resort f the 


Economic Changes, 1922-29, “Marketing,” 
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that he can buy cheaper from a com- 
petitor, and to meet that price without 
further inquiry. As a matter of fact. 
great surprise was evidenced in one 
case where a firm found it necessary 
to pay nearly the market for leather 
over a two-year-period—evidently ar 
unusual state of affairs. And even if 
Klein’s diagnosis is accepted, the harn 
done by rumors is often as great as if 
the rumors were true. The only way 
to stop such reports is tO remove all 
actions which may give rise to them. 

Under the heading of poor merchan- 
dising, two further factors may be con- 
sidered. ‘The first of these is the export 
situation, the second is the growing 
use of substitutes for leather. Table 
III below shows the course of imports 
and exports over the last few years, 
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and expresses the loss that has come to 





American tanners through improper 
realization of the market they are 
leaving undeveloped. 
Tas_e III. Vatve or Exports anp Imports « 
LEATHER 
(In thousands of dollars) 
. | 
Year Exports Imports 
1920 108 ,876 19,324 
1922 45,471 11,472 
1924 49,188 17,077 
1925 52,155 22,412 
1926 49,815 28 ,622 
1927 54,003 37,43 
1928 55,165 43,3095 





Bureau of Foreign and Domestic Commerce. 


Although tanners in the United 
States are running at less than 70° 
of capacity, they are exporting onl) 
about 10% of their output. The m 
important producing countries abroad 

20% to F tt 


export 25%. Part of the 


reason for this is to be found once m 
in unfair trade practices. 
tanners 


America! 


have been wont to sen 
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en customer some kind of merchan- 
to fill an order, whether the 

be what he ordered or not. 
other factor, the growing use of 
tutes, may best be covered by 
from H. S. Wanson, of the 
International Shoe Company, who has 
le a detailed study of the question."® 
‘It is most unfortunate, but seem- 
inevitable, that so long a time 
ild elapse between the advance in 
price of hides and the advance in the 
of cut stock. If the effect, and 
hat I mean the increase in the use 
mposition soles, followed more 
the cause, and by that I mean 
ishing of hide prices much beyond 
16 cents, the tanners and possibly the 
; themselves would realize more 
y what high prices for hides will 
ately do to the sole-leather indus- 
Wanson advocates changing the 
“Nothing Takes the Place of 
r’ to ‘‘Nothing Takes the Place 
Made from Sole-leather 
at 16 cents a Pound or Less.” 
poor merchandising to let the 
of leather go up to the point 


eatner 


substitutes come in on any 
ile. 

Conclusion 
immary it may be said that the 


of the tanning industry are 
three each of 
alone presents a diffi- 
the nature of the hide market, 
ture of the leather market, and 
the in- 


Di to sources, 


serious 


titive conditions within 

he interplay of all three 
ise to further complications. 

ther reference see Hide Prices and the 
r Attitude Toward Leather, pamphlet printing 


H. S. Wanson before New England 
r Association, April 24, 1929. 
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The raw material is a by-product of 
the meat industry, and as such the 
world supply isinelastic. This inelastic 
world supply, however, is rendered elas- 
tic at any one point by competition in 
international trade. ‘These factors re- 
sult in a non-adjustable supply and 
demand which is inevitably the cause 
of wide fluctuations in price. 

In the leather market, three ele- 
ments are outstanding: rapidly chang- 
ing styles for upper leathers, severe 
competition from substitutes for sole 
leathers, and a recession in the demand 
for both. Price fluctuations are there- 
fore prevalent here also, although the 
up-swings are slower and the down- 
swings are faster. 

These rapid price movements, over- 
expansion of plants and changes in the 
demand for leather have resulted in 
over-capacity and demoralization. This 
state has continued because of the 
varied interests and circumstances of 
the different types of ownership pe- 
culiar to the industry: tanning packer, 
tanning shoe manufacturer, privately 
owned independent, and publicly owned 
independent. Partly because of these 
types of ownership, and partly because 
of demoralization, many complications 
have arisen in the form of panicky buy- 
ing, poor merchandising, unfair com- 
petition, and inability to meet new 
conditions. 

The final picture is not very encourag- 
ing: the tanners, pressed on one side 
by raw-material prices outside their 
control, and on the other side by 
changes in demand andcompetition from 
substitutes in the price ranges which 
would otherwise be profitable, are hav- 
ing to deal simultaneously with over- 
capacity and complete demoralization. 




















MOUNTAIN-MOVING IN SEATTLE 
By V. V. TARBILL 


T was not just a happen-so that 
Denny Hill stood in the middle of 
Seattle’s expanding business dis- 

trict. ‘The matter was quite inten- 
tional. The founders of the city very 
deliberately selected the flanks of 
Denny Hill as the site of a city which 
they believed would become the New 
York of the Pacific Coast. The city 
of their founding grew even more 
rapidly than they anticipated, and soon 
surrounded Denny Hill. ‘The Hill was 
too high and too steep to be utilized for 
business purposes, so that inevitably 
(at least so it seems at the present 
time) the Hill had to be removed, 
somehow or other. 

Removing of the Hill began in a 
small way at the time of the Klondike 
Gold Rush, in 1897, and has proceeded 
by installments since then. At first it 
was done with plow and shovel, team 
and wagon; later steam shovels and 
electric cars were used; then came the 
hydraulic giants, which sluiced the dirt 
into the harbor; and now the balance 
of Denny Hill is being transported on a 
series of endless belt conveyors to the 
waterfront, where self-dumping scows 
drop the dirt into Elliott Bay. By the 
end of 1930, the last of Denny Hill will 
have disappeared beneath the waters of 
Puget Sound. 

Denny Hill and the Growth of Seattle 

Arthur A. Denny, W. N. Bell and 
their associates, the founders of the 
city, in the days of 1849 were land 
They wanted homesteads on 
It was their theory 

the Pacific 
day be the 


seekers. 
the Pacific Coast. 
that the best harbor in 
would some 


Northwest 


terminus of a transcontinental railroad. 
They felt that, if they could find that 
harbor and locate their homesteads on 
its shore, they would profit by the 
future increase in value of the land. In 
1851 they decided that Elliott Bay, an 
arm of Puget Sound, was the harbor for 
which they were looking, and in the 
fall of that year they disembarked on 
the shore of Elliott Bay. 

The land here was far from attractive 
from the agricultural standpoint, for it 
was rough and hilly, and covered with a 
dense growth of huge fir trees. The 
steep bluff of what afterward became 
known as Denny Hill looked somewhat 
forbidding, for it stood in the center of 
the ground they wished to acquire, 
immediately adjoining the deep water of 
the Bay. But here was the harbor they 
were seeking, and they had to take the 
land as they found it. Soin 1852 these 
pioneers took up their homesteads, or 
“donation claims,” as they were then 
called, covering the slopes of Denny 
Hill, and even including the top of the 
Hill itself. At first they busied them- 
selves with the tasks of hewing homes 
out of the wilderness. Then after a 
few years, A. A. Denny, who was a 
surveyor, surveyed and platted all the 
claims, cut them up into lots, streets, 
and alleys, and the pioneers all went 
into the real-estate business. 

On the south side of the Hill, A. A. 
Denny’s plat became the village of 
Seattle, clustered around Henry Yesler’s 
sawmill. On the north side, Bell’s plat 
grew into the village of Belltown, with 
a barrel factory as its chief industry. 
The two villages gradually grew to- 
gether, surrounded Denny Hill, and 
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. into the town of Seattle. In _ the city, the greatest residential growth 
188 e long expected transcontinental _ has been to the north, with a consequent 
| arrived, and Seattle grew into pull to the north on the _ business 
c Now there are five trans- district. 

ntinental railroads, and the popula- The business district itself was hem- 
‘ailroad ‘ion has increased enormously. With med in between the harbor on the west 
ind that the increase in population, the business and a very long hill on the east some 
eads on istrict kept expanding, and Denny 400 feet high. It could only grow 
by th Hill. which had become a very close- north or south; and it could hardly grow 
nd. In residential district, surrounded by south, for on the south was originally a 
Bay, an isiness, Was in the way. tide flat covered by shallow water at 
rbor f Outline Map of Seattle high tide. ‘This tide flat has more 
In the ee recently been filled in, but not until 
‘Ked on a a oe after the northward trend of the busi- 
Dcniectauloeals ness district was established. Sub- 
ractive = sequently the tide flats have been 
berks aN 7 me devoted to industrial purposes, and 
wit \ WS NA . (\ this has continued to prevent expansion 
\ 3 S of the business district to the south. 
eran ee, Bake? ¢ The result has been a relatively 
— TN ee ) < rapid growth of the business district 
BEST Of WE. e to the north, with a consequent shift- 
quire, . Pra NES 7 ing of the retail center. In 1898, the 
none Ot ~ Pa retail center was at Pioneer Square, 
: N11 First Avenue and Yesler Way. In 
_ 1930, the retail center is at Fourth 
Ene Avenue and Pine Street, thirteen blocks 
“ i away. This means a shift in the 
retail center of about one block every 

yer two and a half years. 
o In 1897, came the Klondike Gold 
" * 2oues Rush to Alaska. Seattle had then a 
_ : : population of about 60,000 people. 
7 & Almost overnight it became the 
ela “nen outfitting point for ships of every 
oikem [o appreciate fully the manner in description bound for Alaska, carrying 
aaa vhich Denny Hill has stood in the way passengers and freight of every de- 
aan the full development of Seattle’s scription. Business grew by leaps and 
business district, it should be under- bounds. Here then was the situation. 
\. A. tood that Seattle is a north and south ‘The business district on the south side 
[tis builtona relatively narrow of the Hill was built up right to the 
of land lying between Puget Sound foot of the Hill, where it came to a 
— the west and Lake Washington on precipitous slope and stopped. There 
— the east. The residential growth has _ was considerable business development 
etry. to be north or south, it cannot be east on the north side of the Hill; there 
at ‘st. Due to the location of the was no direct connection between the 
State University in the north part of two districts; the Gold Rush was on; 
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and business was expanding rapidly. 
In this situation it was not so difficult 
to secure the signatures of a majority 
of the property owners on First Avenue, 
and to cut First Avenue through at the 
western margin of Denny Hill, from 
Pike Street to Cedar Street. This 
work was completed in about a year’s 
time, and marked the first step in the 
removal of the Hill. 
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About 1902, an agitation started to 
Second Avenue. Property on 
Second Avenue at Pike Street was 
worth perhaps $2,000 a front foot; but 
120 feet away from that, where the Hill 
was very steep, Second Avenue property 
was worth only $100 to $200 a front 
foot, and values were still less farther 
Hill. 
strong for 

their lots down and cash in on 
After much difficulty, 
through the 


regrade 


up the The incentive was very 
owners to 


these property 


grade 
I hese values. 


Second Avenue was cut 


Hill from Pike Street to Cedar Street, 





and completed about 1904. About the 
same time Pike and Pine Streets were 
regraded from Second Avenue to Fifth 
Avenue. 

These regrades resulted in such an 
increase in ground values for the prop- 
erty brought down to grade that many 
property owners on top of Denny Hill 
began to feel they could profit if the 
whole Hill were taken down. The 
matter was agitated, meetings were 
held, and petition after petition was 
circulated. But the matter was not 
at all easy. Here was Denny Hill, 
covering an area of some 62 city blocks, 
240 feet high, and 107 feet above the 
highest point in the business district. 
The cost would be enormous. The 
property regraded would have to pay 
the entire cost. Many property owners 


were afraid they would lose their 
property because they could not pay 
the assessments. Finally a sort of 


compromise was reached, and it was 
decided to regrade the half of the Hill 
nearest the harbor, an area of about 27 
city blocks, extending from Pine Street 
to Cedar Street and from Second 
Avenue to Fifth Avenue. This area 
later became known as the First Re- 
grade, or Denny Hill Regrade Number 
One. An ordinance was passed in 1906 
authorizing the work. Work was actu- 
ally started in 1908 and completed in 
IQII. 


The Mechanics of the Regrading 


The method used in removing the 
dirt in Denny Hill Regrade Number 
One was that of sluicing with hydraulic 
giants, quite a common method in 
placer-mining on a large scale. Water 
was pumped from Lake Union, a mile 
and a half away, by gigantic electric 
pumps through a 24-inch woodsta\ 
pipe to the top of Denny Hill at the rate 
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of about 20 million gallons of water pe! 
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[his water was distributed 
igh five hydraulic giants, at a 
ire of about 125 pounds at the 

These giants played the water 
ferent parts of the hill. Water 

tically will pick up about 10% 

volume in dirt and carry that 
away. Actually the percentage 
mewhat less, varying with condi- 

The water, with its load of dirt, 

n run through ditches and flumes 
with wood paving blocks or steel 


to prevent abrasion by the 
les carried, and delivered to a 
|tunnel also similarlylined. The 


el came out on the side of the hill 
emptied into a flume which was 
! out on a trestle over the bay, 
water with its load of sediment 

ged into the bay. 
Che hydraulic method of removing 
Denny Hill Number One was perhaps 
e slow, but it was sure and steady. 
were few shut-downs, except when 
necessary to reline the flumes 
tunnel. At one time the contrac- 
ran for 47 days straight without 
t-down. The hydraulic method 
efficient Many of the 
that were to be removed from 
did not have to be torn down. 
were simply undermined by a 
of water, and when they tum- 
nto the hole they were set on fire, 
no danger of the fire spreading and 
with such a stream of 
athand. Then many of the boul- 
which were found in the glacial 
of which Denny Hill is composed, 
lso carried away by the water. 
ard to realize that running water 
ch force, but it is a fact that boul- 
weighing up to 2,700 pounds were 
ed into the flumes and carried out 
bay. One rock of such shape 


also. 


ver 
Vt y 


ny away, 


the 


tit would roll, weighing 3,000 pounds, 
Carried away by the water. 


The 


MOUNTAIN-MOVING IN SEATTLE 


485 


heavier rocks had to be handled, but 
this was without expense to the contrac- 
tor, because such rocks were in demand 
by the landscape architects for rock- 
eries, and they were removed free of 
charge. 

Under the hydraulic method, several 
apartment buildings were lowered from 
the top of the Hill and set on new foun- 
dations after the dirt was removed. It 
was necessary to build a falsework or 
cribbing of blocks under the structure, 
which was added to on the bottom as 
the dirt was washed away, until finally 
the building was left standing high in the 
air on its cribbing. ‘Then the build- 
ing was lowered as the cribbing was 
removed. 

The removal of Denny Hotel was 
more of a problem than that of the 
apartment buildings. It was the larg- 
est and finest hotel in Seattle, and 
stood on top of the Hill, a hundred feet 
up in the air. Moreover it stood right 
across Third Avenue, for Third Avenue 
had never been opened through the 
double block occupied by the hotel. 
This building had to be torn down; but 
such was the expected increase in value 
of the ground that the owner of the 
hotel wrecked the building himself, ask- 
ing no damages whatever, and permit- 
ted the city to remove the dirt. 

Regrading half the Hill helped very 
materially, of course. Business grad- 
ually pushed up into the regraded area, 
but still that area did not derive full 
benefit from the improvement. Al- 
though trafic could now move north- 
west and southeast on First to Fifth 
Avenues, there could be no cross traffic 
from northeast to southwest, because 
the balance of Denny Hill was still in 
the way. Much of the business district 
thus created came to be regarded as rela- 
tively undesirable, because of its poor 


accessibility. After the initial increase 








486 


in ground values resulting from the re- 
grade, values remained rather station- 
ary in most of the area for a period of 
about fifteen years. And as for the 
property on that part of the Hill that 
was not regraded, values slumped to 
nearly nothing. No one would repair 
or paint a house or flat building, because 
of the hope (or fear) that another re- 
grade would soon take place. And so 
the remainder of the Hill became a very 
cheap and undesirable residence section. 

Regrade Number One was completed 
in 1911, when the population of Seattle 
was about 240,000. Fifteen years later 
the population had almost doubled. 
Naturally the business section had 
grown proportionately. ‘The remain- 
der of Denny Hill, which now became 
known as Denny Hill Number Two, was 
more of an obstacle than ever. 


Regrade Number Two 

Merchants and property owners in 
the vicinity of the retail center at Sec- 
ond and Pike became insistent that an 
arterial street should be cut through 
Denny Hill to give better access to and 
from the north end of the city. This 
was logical enough, because the north- 
bound traffic from the retail center had 
to go around Denny Hill Number Two, 
either on the east side or on the west 
side. Most of it preferred to go on the 
east side, with the result that the retail 
center showed signs of shifting from 
Second Avenue to Third and Pike or to 
Fourth and Pike. ‘The demand was 
made on the City Council that Dexter 
Avenue be cut through Denny Hill and 
extended south of Denny Way in a 
straight line to First Avenue and Vir- 
ginia Street to furnish a direct artery 
from the north end to the retail center. 
And the demand was wonderfully insis- 
tent. The Denny Hill Improvement 
Club, organized by the property owners, 
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opposed the Dexter Avenue Extension 
on the ground that it would create more 
triangular blocks, of which there were 
already too many, and that it wasn’t 
necessary. The Second Avenue mer- 
chants and property owners insisted 
that it was necessary, and they kept on 
insisting, until the officers of the Denny 
Hill Improvement Club concluded that 
the best way to solve the problem was to 
take the whole Hill down, as should 
have been done twenty years before. 

Petitions were put in circulation call- 
ing for this improvement, with the cost 
to be assessed against the property 
benefited. Almost no opposition was 
encountered, for everyone seemed to be 
thoroughly sold on the idea that Denny 
Hill Number Two had to come down. 
The necessary condemnation ordinance 
passed the City Council, and the con- 
tract for the work was awarded late i 
1928, calling for completion in the fal! 
1930. 

In Regrade Number One, the remova! 
of dirt was handled in one contract, and 
the paving of streets, sidewalks, sewers 
and water-mains were handled separate- 
ly in the usual haphazard fashion. ‘The 
result was that many of the improve- 
ments were late in being installed and 
development was retarded thereby. In 
Regrade Number Two, the one contract 
includes everything, removal of dirt, 
paving of streets and sidewalks, sewers, 
water-mains, and even cluster lights {o1 
street lighting. Thus, when the con- 
tract is finished, the district will be com- 
pletely ready for occupancy, and the 
property owner need not be deprived o! 
the use of his property any longer that 
the time new 
building. 

Denny Hill Regrade Number Two | 
being accomplished by the use of a series 
of endless belt conveyors, a method said 
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to be entirely new as applied to a re 


necessary to erect. a 
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m the edge of the Hill at Fifth 
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1.500 feet long, extends from 
\venue to Railroad Avenue. 
rd section, 400 feet long, runs out 
< toa hopper which dumps into 
moves very easily once it 

o the The harder 
is to move the dirt from the 
the main belt. Denny Hill 
lain largely by hardpan, which 


le 
LAS 


main belt. 


y steam shovel will not han- 
ntly, and blasting to loosen it 
ibited in such close proximity 
iness section. ‘Therefore five 

ctric shovels are being used to 

he dirt. A 

in 250-foot sections carries the dirt 
electric shovels to the main 


series of endless 


and these 250-foot sections 
ible so that they may be moved 
ce to place as the dirt disap- 
dump the dirt onto the port- 
sections from the 
quires a specially built hopper 
hovel. This hopper has a 
"on top, 
steel bars, which breaks up 


electric 


consisting of a series 


imps as they are dumped by 
and “‘patted” if necessary 
vel bucket to force the lumps 
At the bottom or 


- grizzly. 
ris a motor driving 
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This 
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belt in such fashion that it is fairly 
evenly distributed along the length of 
the belt. 

When the dirt reaches the harbor end 
of the main conveyor, two self-dumping 
scows are available to carry it out to 
deep water in the bay. While 
scow is being towed out and dumped, 
These 


one 


the other scow is being filled. 
scows were designed and built especially 
for the Denny Hill Regrade Number 
Two. They are so constructed that the 
top and bottom are the same, and they 
may be used either side up. Capsizing 
tanks are built into the scow and so 
arranged that when a 
opened and the tanks fill with water, 
the center of gravity is shifted, causing 
the scow to stand on edge and then flop 
completely over. When relieved of its 
load of 400 cubic yards of dirt, the cap- 
sizing tanks are high enough out of the 
water so that they automaticallyempty, 
and the scow is then ready for another 
It takes about 3 min- 


sea valve is 


400-yard load. 
utes to dump a scow in this fashion, and 
40 minutes for around trip from the dock 
and back again. 

Under this method of operation with 
electric shovels, endless belts and self- 
dumping scows, dirt is moving from 
Denny Hill Number Two to Puget 
Sound at the rate of approximately 
12,000 cubic yards per day. ‘This rate 
will be increased shortly to 15,000 cubic 
yards per day, so that by the end of 
1930 the last of Denny Hill will have 
disappeared. 

Economic Benefits of the Project 

The query as to whether such a large- 
scale regrading operation really pays is 
perhaps a little hard to answer with 
figures. In the case of the speculators, 
those who bought lots before Regrade 
Number One took place, with no inten- 


tion of improving them, but simply 
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with the idea of making a profit, it 
may be said that many of them lost. 
Those who sold out early, while the 
excitement was at its height, profited 
well. Those who held on, and had to 
pay the assessments for the regrade, 
new paving, and the like, with no in- 
come from the property, very generally 
lost money, and some of them lost their 
entire investment. In the case of the 
investors, those who bought with the 
intention of improving, and who actual- 
ly did improve their properties, the 
result was almost invariably a very sub- 
stantial profit. 

With the approach of Regrade Num- 
ber Two, very marked increases in 
ground value took place. Lots on top 
of Denny Hill Number Two that were 
worth $2,000 to $4,000 before the re- 
grade was imminent, with no buyers 
in sight, have sold for from $20,000 to 
$40,000 a lot since the regrade was 
assured. A double corner on Fifth 
Avenue, across the street from Denny 
Hill Regrade Number Two, sold for 
$65,000 before the regrade was a 
certainty. Since the regrade was as- 
sured, this double corner has sold suc- 
cessively at $135,000, $160,000, $180,- 
000, and $200,000. These figures, al- 
though not furnishing an exact index 
number as to the increase in values, 
may convey a fair idea of what the 
average real-estate buyer thinks as to 
the probable effect on values of Regrade 
Number Two. 

The property at 2,018 Third Avenue, 
between Virginia and Lenora Streets, 
may serve as an indicator of the in- 
crease in ground values through both 
regrades. From 1891 to 1897, this was 
the home of a Y. M. C. A. Secretary, 
who afterwards made a fortune in the 
Klondike. He sold the property, in 
1897, for $3,500. While Regrade Num- 
ber One was in progress, it was resold 
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for $10,000. Later still, it sold for 
$25,000. In 1927, the writer bought it 
for his own company for $50,000. Late 
in 1929, an offer of $75,000 was refused. 

In carrying out these regrades, it was 
necessary to utilize the right of eminent 
domain to condemn certain property, 
because of the fact that a few property 
owners would oppose the improvement. 
The City Council by ordinance would 
authorize the condemnation, but only 
after presentation of a petition for the 
improvement, signed by a majority of 
the owners of the property involved. 
The ordinances as passed would call for 
the regrading of certain streets, involv- 
ing the removal of the dirt from the 
streets, but not as a matter of fact call- 
ing for the removal of the dirt from 
private property fronting on_ those 
streets. It was optional with the 
property owner as to whether or not he 
had his dirt removed fromhislot. If he 
wanted it removed, the contractor who 
did the work had to remove it at the 
same price per cubic yard that he 
received for removing dirt from the 
streets. Most owners had their dirt 
removed, but a few obstinate ones 
refused, leaving their isolated lots with 
high pyramids of dirt, popularly called 
“‘spite mounds.”’ The city had to re- 
move part of the dirt from them, be- 
cause it was necessary to slope back at 
an angle of 45 degrees from the street 
line to prevent the remaining dirt from 
sliding into the street. But ultimately 
these owners, before they could utilize 
their lots, had to remove their “spite 
mounds” by truck, at a much higher 
cost to themselves. 

Three factors were involved in set- 
tling the costs of these regrades. First 
was the condemnation award for build- 
ings. Any buildings to be destroyed by 
the regrade were appraised, and the ap- 
praised value awarded to the property 
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Then a theoretical damage was 
ve to the property owner caused 
wering the grade of the street, 

viding the dirt was not removed 
. the property and it was left 
nding high in the air. These two 
yards were paid to the property 
ner in cash. To the totals of these 
vo awards for the entire district to be 
rraded, was then added the third 
actor, the cost of the physical work of 
rrading and repaving the streets, new 
wers, water-mains, and the like. This 
id total represented the total cost 
e improvement, and this cost was 
ssed against all property benefited 
the improvement, in proportion 
the benefits derived. The making 
‘ these two awards and the assessment 
to distribute the total cost were all 
rked out by the Eminent Domain 
Commission, which has charge of all 
ndemnation proceedings for the City 
f Seattle. A court hearing had to be 
id after notice to all property owners, 
| the awards and the assessment roll 
pproved by a judge of the Superior 
Court. 
Under the law in effect prior to 
Regrade Number Two, the cost of this 
provement was met by 10-year serial 
| improvement bonds, in the same 
vay that street paving would be han- 
1. ‘Ten percent of the principal had 
be repaid each year by the property 
wner assessed, together with interest 
usually 6%) on the unpaid balance. 
(his arrangement, while satisfactory 
ugh to handle the relatively low 
st of street paving and similar im- 
provements, was found to work a hard- 
ip in the case of regrading a large 
rea, because of the high costs involved. 
Substantial benefits from such a radical 
improvement did not materialize gen- 
rally for several years, while repay- 
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ment of principal started the first year. 
Many property owners either did not 
or could not improve their lots, made 
vacant by the regrade, and with no 
income from their properties, some 
were forced either to sell out at a loss or 
to default on the payment of the as- 
sessment installments. ‘Those who de- 
faulted on the payments were of course 
subject to foreclosure, and a number of 
property owners lost their properties 
completely through foreclosure for 
assessments. 

To correct this situation, before 
Regrade Number Two was started, a 
special act of the Legislature was se- 
cured, authorizing the issuance of 22- 
year serial local improvement bonds. 
Under this act, Regrade Number Two 
is being paid for with 22-year 514% 
bonds, on which nothing but interest is 
paid for the first 12 years. From the 
13th to the 22nd year, 10% of the prin- 
cipal is paid off each year, together 
with interest on unpaid balances, so 
that the entire indebtedness will be 
liquidated by the end of the 22nd year. 
This will make the financial load of the 
individual property owner relatively 
light for ten years after the com- 
pletion of the improvement, during the 
time that he is erecting a new building 
and getting the property on a paying 
basis. 

As a result of this plan, there has been 
almost no distress selling of real estate 
because of the regrade; and ground 
values have advanced consistently both 
in the area to be regraded and in the 
surrounding districts. All opposition 
to an improvement so radical that it 
appears to verge on confiscation, has 
disappeared. Seattle seems unani- 
mously in favor of adding a square mile 
of level area to its expanding business 
district by removing the balance of this 
mountain and casting it into the sea. 








MARKETING PROBLEMS IN THE AVIATION 
INDUSTRY 


By CHARLES 


URING 1929, the aviation in- 
dustry presented a striking exam- 
ple of that stage of development, 

common to most industries, in which the 
transition from emphasis on production 
to emphasis on marketing becomes ur- 
gent. In the early months of 1930, 
there were many indications that the in- 
dustry was beginning to recognize the 
need for this change in emphasis and 
was undertaking to formulate aggres- 
sive marketing policies. It is the pur- 
pose of this article to summarize briefly 
the events leading up to the transitional 
stage, the major marketing problems 
which the industry faced and is facing 
in making the transition, and the lines 
along which an analysis of these prob- 
lems may be expected to proceed. The 
discussion is limited to the marketing of 
airplanes and airplane motors to civilian 
buyers. Lighter-than-air vehicles and 
accessory equipment are not considered, 
nor is attention given to current prob- 
lems of sales to the Government. 


The Early Period of Development 


The aircraft industry may be said 
to have emerged from its preliminary 
experimental period by 1914. In that 
year there were 16 establishments in the 
United States manufacturing complete 
aircraft, with an average of 168 em- 
ployees each and an aggregate annual 
production valued, at final selling prices, 
at a little more than $1,000,000. Dur- 
ing the war period which followed, the 
number of establishments doubled and 
the value of products at selling prices 
increased to an aggregate of approxi- 
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mately $20,000,000 in 1919.!_ The peri- 
od from 1919 through 1925 was one of 
little or no increase in value of output. 
Broadly, the years from 1914 to 1925 
may be said to have included the chief 
technical developmental phases of the 
aviation industry. During those years 
the principal market for aircraft was 
the Government; nearly all the Govern- 
ment demand was for military air- 
planes and airplane motors. Sales to 
the Government were made almost 
wholly by the officers of the manu- 
facturing companies. ‘The method of 
sale was to make a formal bid and to 
submit one or a few planes or motors 
to be tested. After exhaustive tests, 
during which the manufacturing com- 
pany often had to make substantial 
changes in design and construction, 
the planes or motors were finally ac- 
cepted or rejected. Under these cir- 
cumstances, the function of selling 
was naturally subordinated to the 
technical manufacturing task of meet- 
ing the rigid specifications of the 
Government. So great, in fact, was the 
emphasis on design, construction and 
materials, that attention to sales poli- 
cies and sales organization was almost 
non-existent. There was little spon- 
taneous demand for aircraft from civil 
sources and practically nothing was 
done to develop such a demand. 

On the other hand, technical im- 
provements followed each other in 
rapid succession. Planes and motors, 

1 United States Department of Commerce, Biennia 
Census of Manufactures 1925, p. 1,085. See Da 


H. Strother, “The Outlook for Aviation,” HARVARD 
BUSINESS REVIEW, Jan., 1930. 
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government-owned or oper- 
tem of air-mail lines; this 
uraged the purchase and use 
by individuals and business 
profit-seeking basis, although 
lanes for profit-making pur- 


| been spreading slowly during 


ar period through the more or 
> activities of *‘barn storm- 


mmercial photographers, air- 


and crop-dusting opera- 
main stages in the develop- 
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ment of civil demand, however, started 
only in the period after 1925. The 
existence of air-mail service, the long- 
distance flights of Lindbergh and others 
in 1927, the spreading knowledge of 
Europe’s well-developed passenger ser- 
vice, all served to stimulate widespread 
public interest in aviation and to lay 
the groundwork for commercial market- 
ing of planes on a substantial scale. 

The years 1926 and 1927 saw many 
manufacturers of aircraft and aircraft 
motors preparing to supplement their 
sales to the Government with sales to 
civil buyers. In 1928, considerable 
expansion both in physical plants and 
in plans for supplying civil demand were 
common in the industry, and during 
1929 the productive capacity reached a 
point substantially in excess of the 
requirements of the market. Until 
about the middle of 1929, it seemed that 
the spontaneous increase in civil de- 
mand for airplanes was sufficient to 
care for the constantly growing output. 
This demand came from air-transport 
companies, which had increased rapidly 
in number with the granting of air-mail 
contracts, from operators of flying 
schools, persons offering air-taxi service, 
persons using airplanes in other profit- 
making ways, individual owners, and 
business firms. 

During the period of rapid expansion 
of civil markets, airplane manufac- 
turers patterned their marketing meth- 
ods closely on the methods used in 
the automobile industry. Aside from 
sales to the Government, the marketing 
procedure of airplane and airplane- 
motor manufacturers in general was as 
summarized below: 


] 
AS! 


1. Motor manufacturers sold their pr 
ucts to airplane manufacturers for installa- 
tion in new planes. 

2. Airplane manufacturers sold com- 


pleted planes, equipped with motors, to 
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wholesale distributors at a discount be- 
tween 15% and 25% off retail list price. 

3. The distributor resold to retail dealers 
whom he selected and to whom he allowed 
a discount of between 10% and 15% off 
retail list price. 

4. The airplane manufacturers also sold 
directly to large users, usually transport 
lines buying planes in fleets. 

5. Advertising was confined typically 
to magazines devoted primarily to aviation 
interests, which had come into existence 
during the preceding few years. 

It became increasingly evident during 
the latter part of 1929 that the broad 
policies indicated above were not work- 
ing satisfactorily. Perhaps the most 
significant symptom of the failure of 
this marketing system was that the 
distributors and dealers typically were 
unable to make a profit from the 
handling of airplanes and consequently 
were expected by the manufacturers 
to eke out their incomes by means of 
auxiliary activities. These auxiliary 
activities included the sale of accesso- 
ries, the operation of flying schools, and 
the performance of taxi, charter and 
photographic services. 

The marked excess of capacity for 
production in relation to demand and 
the unprofitableness of the distributing 
system indicated that one or more of 
the underlying marketing problems of 
the industry had not been adequately 
solved, and it is upon these problems 
that the attention of the industry now 
is focusing. They may be classified as 
follows: 

Who are the potential purchasers and 
users of aircraft? 

How expansible is the market? 

What system of distribution 
reach the potential customers? 

What advertising and sales appeals will 
prove most effective? 


best will 


The Market for Airplanes and Motors 


The airplane is a means of transpor- 
tation and as such must be classed for 
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comparative purposes with other means 
of transportation. In such a classifica- 
tion it is apparent that the aviation 
industry is not large as yet. The value 
of aircraft produced in 1925, the latest 
date at which comparative data are 
available, was about 0.2% of the value 
of all transportation equipment pro- 
duced.? In that year motor vehicles 
accounted for nearly 60% of the total 
output of the transportation industries: 
railroad equipment accounted for about 
6%; and the remainder was divided 
among other types of land-transport 
vehicles and ships and boats. Al- 
though the output of the aviation 
industry has increased substantially 
since 1925, it is doubtful if at the 
present time the total value of air- 
craft for civilian use is as much as 1% 
of the total value of all transportation 
vehicles. In 1929, about 6,000 planes 
were produced, of which a substantial 
majority were for civilian use. In 
January, 1930, probably not more than 
10,000 planes were in civilian use in the 
United States and on routes operated 
outside of the United States by Ameri- 
can transport lines.* Perhaps the aver- 
age retail price of an airplane at the 
beginning of 1930 was approximately 
$7,500. An average figure of this kind 
is of little significance, however, since 
planes vary in price from a few thou- 
sand dollars for the one-, two- and three 
passenger, open-cockpit types up to 
$60,000 or more for transport planes 
carrying from 14 to perhaps 25 passen- 
gers or an equivalent weight in cargo. 
So far as the manufacturers of air- 
plane motors are concerned, the imme- 
diate market is well defined. The 
motor manufacturer sells his product 
to the maker of airplanes. Inasmuch 
2 United States Department of Commerce, Biennial 


Census of Manufacturers, 1925, p. 1,084. 
3 Aviation, March 22, 1930, p. $72. 
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as the life of motors is shorter than the 
life of planes, some consideration has 
been given to the proposal that the 
motor manufacturer sell replacement 
notors through his own distributing 
system to users. However, even if 
this were done, the market for motors 
ould be clearly defined, since a motor 
of use only in connection with a 
plane. 

Several factors have combined to 
issuade airplane manufacturers from 
making their own motors. Briefly, 
these factors are: the relatively large 
plant and equipment required; the 
long period of costly experimentation 
needed to bring each model to a point 
f satisfactory operation; the large 


t.. 


output necessary to assure economical 
production of motors; the fact that a 
few engine manufacturers already had 
ittained eminence when the period 

substantial civil demand began; 


motors suited to all types of airplanes. 
Airplane motors are able to maintain 
their identity in the minds of airplane 
purchasers even after assembly into 
the finished planes. Many airplane 
manufacturers allow buyers to specify 
the particular make of motor to be 
put in a plane. These factors of 
‘parate identity and optional selection 

y the buyer combine to make it 
possible for motor manufacturers to 
exert far more influence on ultimate 
users than is usually true in the case 
producers of fabricating parts. 
\lthough it is by no means certain that 
his disjunction of plane and motor 
1) the mind of the buyer will continue 
permanently, it seems likely to do so 
in the near future at least. Until 
in important degree of unification of 
plane and motor takes place, manu- 
‘acturers of motors can be expected to 
lopt strong marketing policies aimed 
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at establishing the several makes of 
motors firmly in the minds of ultimate 
purchasers as well as of the industry 
itself. 

The potential market for civilian 
airplanes themselves is more difficult of 
definition. It is possible, however, to 
divide actual and potential purchasers 
of planes into two main classes: those 
who buy for their own use, and those 
who buy in order to be able to sell 
airplane services. These two classes in 
turn can be subdivided as follows: 


A. Purchasers who sell airplane services: 
1. Transport lines 
2. Flying school, taxi service, etc. 
3. Commercial photographers, crop- 
dusting firms, etc. 
B. Purchasers for own use: 
1. Pleasure and sport 
(a) Individuals 
(b) Flying clubs 
2. Business use 


(a) Executive and _ personnel 
transportation 

(b) Sales promotion and adver- 
tising 


(c) Carriage of goods 


The classification of the potential 
market is a basic step in the formulation 
of sound sales plans, and the general 
lack of a clear-cut recognition of signifi- 
cant market divisions probably has 
been one of the chief causes of sales in- 
effectiveness in the aviation industry. 
It is obvious that the advertising and 
sales procedure that would prove effec- 
tive with one of the market divisions 
indicated above would not prove satis- 
factory with another of the divisions; 
the appeals, for example, that would 
move a young man buying a plane to be 
used for his own pleasure would prob- 
ably not move the company officials 
who were considering the purchase of a 
plane for transporting sales personnel. 

In line with the two main market di- 
visions indicated above, it is important 
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to recognize that the general public can 
be divided into two groups: those who 
are potential purchasers of planes; and 
those who, while not potential purchas- 
ers of planes, are potential users of plane 
The airplane manufacturers’ 
market among persons selling plane 
services depends, it thus will be seen, 
upon the demand aroused among poten- 
tial users of the services. 


services. 


The Expansibility of the Market 


In discussing the expansibility of the 
market, it is essential to keep in mind 
the classification of potential customers 
as previously described. ‘The question 
is which, if any, of the divisions of the 
market is capable of expansion, and how 
much. It is of the utmost importance 
to the industry to arrive at a sound 
answer to this question. Production 
schedules for the various types and sizes 
of planes and motors, price levels, sales 
organizations, distribution systems, ad- 
vertising programs, all depend for 
proper determination upon the answer. 

It has been argued that the airplane 
can create an entirely new demand for 
transportation; that mere ability to 
leave the ground and travel through the 
air has an appeal entirely aside from the 
desire to go somewhere and that, as a 
result, large numbers of persons will fly 
merely for the sake of flying. So far, 
no systematic effort appears to have 
been made to verify or disprove this 
hypothesis, although the subject is one 
of importance to plane manufacturers 
and distributors, particularly in the 
determination of effective sales appeals. 
On the other hand, it has been argued 
that the airplane must depend for pat- 
ronage upon diverting demand from 
other forms of transportation. This 
view seems more tenable; though, like 
the other, it cannot be accepted off- 





hand. However, the expansibility of 
the market for airplanes in any eve; 
depends in large measure upon the abj 
ity of aircraft to supersede the passen- 
ger and freight train, the automobile 
and motor truck, the ship and the small 
boat. 

In short, if the airplane is to grow 
substantially in use it must be able to 
demonstrate definite superiorities over 
other modes of transportation. This 
calls for an open-minded consideration, 
on the part of those who are interested 
in determining the probable expansibil- 
ity of the market, of the relative advan- 
tages and disadvantages of aircraft, 
both from the point of view of present 
and expected future performance and 
from the point of view of consumer atti- 
tude. The airpiane of today is rela- 
tively expensive to own or to use; t! 
costs of learning to fly are high; airports 
and flying fields are, in most instances, 
not convenient of access; the schedules 
of transport lines often are suited to the 
convenience of the operator rather than 
to that of the patron and, even so, are 
not always regularly maintained; and 
the risk to life seems relatively high. 
There apparently is, furthermore, a 
widespread feeling on the part of con- 
sumers that the airplane, while an 
excellent mode of transportation, is for 
the use of the “‘other fellow.” Many 
of these disadvantages no doubt can be 
overcome or minimized, but the indus- 
try cannot afford to permit sales opti- 
mism to lead it to overlook their 
existence. 

Within the industry there seems to | 
a sharp division of opinion as to whether 
the chief future demand for planes is to 
come from persons selling plane se! 
vices, persons buying for pleasure or 
sport, or persons buying planes for bus! 
This again is a questi 
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which is of tremendous importance to 


the industry. 
Effect of Price on Demand 

The effect of price on the market- 
ability of airplanes and airplane services 
's another question of importance to the 
‘ndustry. Although it is impossible to 
now what the volume of sales would be 
at various price levels, it can safely be 
said that the solution to market expan- 
sion does not lie in drastic price reduc- 
tion. It is true that transport lines 
were able to increase traffic substan- 
tially by fare decreases, and it also is no 
doubt true that the high price of air- 
planes restrains some people from 
purchasing them. ‘The industry con- 
sequently will be benefited by what- 
ever price reductions can be made 
consistently with sound production and 
sales policies and fair profits to manu- 
facturers, distributors and operators. 

In view, however, of the inherent 
obstacles to air travel, it is obvious that 
price reductions can have but a limited 
effect on the market. Take, for exam- 
ple, the potential market among indi- 
viduals who might buy planes for their 
If flight attracts some 
people because it is a new medium of 
travel, it likewise for the same reason 
repels others. ‘To persons who never 
have flown, the air appears somewhat 
like the ocean to the person who for the 
first time contemplates trying to swim; 
probably the air seems even more formi- 
dable, because less tangible. There is 
many a person who would not under- 
take to learn to fly an airplane even if 
one were given to him free. Among the 


rsonal use. 


positive causes of refusal to purchase or 
use an airplane, fear of accident must be 
given primary importance and should 
e made the subject of thorough, candid 
study by all firms engaged in the pro- 
How to ap- 


tion of aircraft use. 
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praise the risks in the light of observed 
facts, how to reduce these risks, and 
how to impart to prospective customers 
a fair, impartial statement of the risks 
of flight, are questions to which ade- 
quate answers are necessary. 

Even aside from considerations of 
strangeness and fear, there are many 
factors that tend to discourage the indi- 
vidual from flying and that cause mere 
price reductions to have little signifi- 
cance to him. Learning to fly, for 
instance, not only is expensive but calls 
for certain inherent qualifications. 
Good general health, accurate senses of 
sight and touch, together with ability to 
gauge distances, to keep a sense of bal- 
ance, and to use good judgment coolly, 
are necessary assets of the competent 
pilot. While securing a Federal or 
state pilot’s license is not a prerequisite 
to the purchase of an airplane, a course 
of instruction is necessary and posses- 
sion of a Federal license, highly desira- 
ble in any case, is required for in- 
terstate flight.‘ 

‘ LICENSES 

STUDENT PILOT’S LICENSE: Issued to any one 
who satisfactorily passes the physical examination 
prescribed by the Department of Commerce. 

PRIVATE PILOT’S LICENSE: Issued to any one 
who has flown ten hours solo, and who has satisfac- 
torily complied with the three general requirements 
of the Department of Commerce outlined above. 

This license does not allow the piloting of any plane 


for hire or reward. The minimum age required is 
sixteen years. 
TOO sooo adss $600 
INDUSTRIAL PILOT’S LICENSE: Issued to a 
pilot who has flown fifty hours solo and satisfactorily 
complied with the three general requirements outlined 
above. This license allows the pilot to carry mer- 
chandise on interstate communication, but there is 
no permission to carry passengers. 
(Tuition not reported.] 
LIMITED COMMERCIAL LICENSE: This 
license, which has the same requirements as the 
Industrial License, permits a pilot to carry passengers 
on short hops around his own airdrome. It does not 
permit interstate flying. 
i ee $1,300 
TRANSPORT PILOT’S LICENSE: Issued to a 


pilot who has flown at least 200 hours solo, and who 
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[n addition to the problem of learning 
to fly, the prospective purchaser has to 
decide where he would keep the ma- 
chine, where he would be likely to fly 
with it, and how often he could use it. 
He finds that it is customary for owners 
to keep planes at established airports or 
Hying fields, where storage space may 
be rented in a hangar for a charge 
averaging perhaps $35 per month. 
This charge includes the service of 
moving the plane into and out of the 
hangar. As to where he will fly in his 
plane, the prospective buyer finds that 
while emergency landings are some- 
times made at non-prepared fields, 
these landings are attended by a num- 
ber of risks, such as roughness of 
terrain, presence of electric wires, trees, 
buildings, and so on. 

It is almost essential, therefore, in 
planning trips, that the plane buyer 
decide to make his objective some other 
landing field about which information 
is available currently. This limitation 
on terminating the trip robs the plane 
of much of the advantage of speed and 
freedom from traffic congestion. For 
the flyer usually finds that the landing 
held is not conveniently located for 
either social or business calls, and that, 
on the contrary, it is necessary to use 
either taxicab or street-car to reach the 


desired point. For short trips, conse- 
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quently, the airplane turns out not to 
afford any marked advantages in the 
average case; for long trips, the owner 
must familiarize himself with the peculi- 
arities not only of the objective landing 
field, but also, as a_ precautionary 
measure, with the location and nature 
of the emergency fields along the route. 
Finally, in connection with frequency 
of use, the airplane prospect is likely to 
remember that night flying at present 
calls for a high order of skill, that rain. 
fog, snow, and clouds are limiting 
factors, and that the occasions for 
taking trips long enough to warrant 
the use of the plane are perhaps of 
sporadic occurrence. 

So far as other means of travel 
are concerned, it is uncertain whethe: 
the airplane’s cost of operation, includ- 
ing interest and depreciation, can b 
reduced to a directly competitive point 
An automobile, for instance, can carry 
five persons satisfactorily with a powe: 
plant having a minimum of roughly tc 
horse-power per passenger. An ai 
plane of similar capacity, however: 
requires a minimum of about 60 hors 
power per person for dependable pe: 
formance. At the present stage of 
mechanical development, therefore, t! 
airplane has a severe initial handicap, 
terms of energy and consequentl) 
energy costs, to overcome by its gr 
superiority in speed. 

These considerations are mention 
not as conclusive reasons against 
purchase of an airplane, nor even 
reasons which with the further develop- 
ment of the industry may not lose 
of their force; they are mentioned 
substantiate the belief that 
changes are not likely in themselves 1 
prove effective in stimulating demat 
Active and intelligent selling progra! 
designed to offset the factors, other t 


price, which obstruct the growt 
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mand are to be preferred to price 
ohasis. Unwise price reduction 
would serve merely to deprive the 
‘industry of income needed for develop- 
mental work in market expansion. 
It seems to be evident that a reason- 
correct answer to the question of 
rket expansibility must await thor- 
ugh research. Whether the necessary 
research should be performed by manu- 
facturers or by distributors or by the 
ndustry as a whole is an open question; 
here is little doubt, however, that 
nanufacturers typically have had too 
little first-hand knowledge of ultimate 
rkets and have placed too much em- 
asis on selling to distributors. Irre- 
tive of who should prosecute the 
rket study, it is desirable that pro- 
ion should be made for having trained 
servers invite numerous potential 
iyers in each of the market subdivi- 
s to take airplane rides. Arrange- 
should be made for each prospect 
accepts the invitation to ride, not 
but several times, and the ob- 
rs should record carefully the 
tions of each prospect after his 
fights. In this way alone can the 
lustry gain a knowledge of the 
titude of nonflyers and _ first-flyers. 
knowledge would embrace the 
ons for and the extent of actual 
sal to fly; the nonuser’s initial and 
ibsequent reaction to flight, as well as 
the reaction of his friends and family; 
| his final opinion of the desirability 
t airplane flight. The need for using 
skilful observers is obvious; even for 
mpetent observers working on ade- 
quate hypotheses the difficulties of 
securing reliable data would be great. 
_ If the research is to be significant, 
it will be necessary to keep well in 
mind the various classes of potential 


customers and to differentiate between 


he various strata of potential demand. 
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Of the various hypotheses which might 
be tested, the following are examples 
applying to individuals economically 
able to purchase airplanes. Indivi- 
duals in this group would purchase 
airplanes: 

1. If original cost were lowered 
substantially; 

2. If safety of flight were demonstrated; 

3. If ease of flight were demonstrated 
conclusively; 

4. If convenience of airplane use were 
demonstrated to be greater than that of 
automobiles or other vehicles. 


This list of hypotheses is patently 
incomplete; without complete lists of 
pertinent hypotheses for each of the 


market divisions to be. studied, the 


results of any investigation would be 
haphazard and misleading. 


Channels of Distribution 


Quite obviously, the selection of 
correct distribution channels depends 
upon which divisions of the potential 
market are capable of expansion. How- 
ever, in the absence of the needed re- 
search data, certain observations may 
be made. 

There are reasons to believe that the 
typical channels used for airplane dis- 
tribution, which have been modeled so 
closely upon those established in the 
automobile industry, are not fully suit- 
able. Evidences of dissatisfaction with 
the distributor-dealer system are found 
in the fact that some airplane manu- 
facturers have considered discontinuing 
distributors altogether in order to sell 
directly to retail dealers, while other 
manufacturers have given much atten- 
tion to the possibility of selling through 
automobile distributors and dealers. 
In general the development of the dis- 
tributor-dealer system has been haphaz- 
ard and based upon too little analysis of 
the financial requirements and mer- 
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chandising capabilities needed to sell 
airplanes effectively. ‘The dealers and 
distributors customarily have _ been 
chosen for the primary reason that they 
already were engaged in some form of 
flight activity, such as operating flying 
selling air-taxi and _ photo- 
graphic services, or engaged in stunt 
and exhibition flying. ‘The characteris- 
tic procedure of some airplane manu- 
facturers, at least at the beginning of 
their marketing development, was to 
appoint numerous such distributors and 
make them responsible for appointing 
dealers. The distributors were expect- 
ed to contract for a minimum number of 
planes for a year and to deposit with 
the manufacturer a substantial sum for 
each plane ordered as an evidence of 
good faith. With such an agreement 
a distributor naturally undertook to 
secure a sufficient number of local 
dealers to take the planes contracted 
for off his hands. Thus, the manu- 
facturers have given primary attention 
to effecting sales to distributors, and 
turn have endeav- 


sch »¢ Is. 


the distributors in 
ored to pass their commitments on to 
dealers. ‘The distributors and dealers 
both have been chiefly concerned with 
operations other than the sale of planes 
attention to 
developing competent sales organiza- 
tions and sales methods. ‘Throughout 
the system, the characteristic attitude 


and have given scant 


toward the sales of planes has been one 
of passivity. 

These conditions no doubt were to be 
expected in view of the fact that the 
industry had so recently started upon 
its transition from production-emphasis 
to marketing-emphasis. But manu- 
facturers no longer can afford to have so 
little contact with ultimate purchasers 
of their products; they must find out 
how airplanes can be sold to final users 
and they must make sure that the dis- 
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tributors and dealers, if that method of 
reaching the market is to be continued. 
understand the characteristics of th, 
demand for airplanes and understand 
also how to exploit that demand. 

If distributors and dealers are to he 
used, it is important that they be able 
to make a profit from the sale of planes. 
Otherwise they cannot be expected 1 
devote much attention to that activity. 
This means that strict limitations must 
be placed upon the number of distri 
utors and dealers used. It also means 
that steps should be taken to determin 
the operating expenses and profits of 
distributors and dealers. At present 
there apparently exists an almost com- 
plete lack of knowledge concerning this 
point. There are no standardized ac- 
counting systems in general use among 
such sales outlets, and their accounts 
are not kept in a manner designed t 
supply systematic operating statistics. 
It may be that airplane manufacturers 
who sell through distributors and deal- 
ers will find it necessary to devise a 
satisfactory accounting system and in- 
duce sales outlets to make use of it 
Without specific and classified account- 
ing information on distributors’ and 
dealers’ operating results, manufac- 
turers are severely handicapped | 
formulating distribution policies, set- 
ting prices and discounts, and aiding 


their sales outlets to improve th 


b- 


effectiveness. 

It is probable that many more distrib- 
utors and dealers have been appointed 
than the present aggregate volume 
sales in the industry can 
Manufacturers usually have not at- 
tempted to confine their outlets to th 
sale of their own makes of airplane but 
have merely sought to prevent tl 
outlets from handling directly compet- 


support 


ing makes. The numerous merge! 
which have taken place in the industr 
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have had some effect in restricting the 
:mber of distributors and dealers and 
-cibly will exert an even greater effect 
this direction in the future. Never- 
theless. since manufacturers have 
nded to pay most attention to secur- 
ng a large number of outlets in order 
lispose of inventories, it is likely that 

re outlets have been appointed than 

n be justified on the basis of probable 
sto ultimate users. It is axiomatic 
that a manufacturer should limit his 
ales outlets to a number justified by 
sales volume. For instance, if a 
nufacturer producing 500 planes a 
-has 150 dealers, the average sales 
his plane per dealer would be less 
than 4 a year. If the average selling 
price of that manufacturer’s planes is 
$s,000 and if the dealers are allowed a 
15% discount, the maximum gross mar- 
gin per plane is $750, and for 4 planes 
is $3,000. From this maximum the 
dealer must allow for mark-downs, 
salary, interest, rent and all other 


expenses. While this illustration is 
hypothetical it could be approxi- 
ited in numerous instances. ‘The 


nclusion is obvious that, under cir- 
cumstances in any degree approaching 
this situation, the dealer has no incen- 
ive to subordinate the sale of airplanes 


to his other activities. 


Sales Promotion and Advertising 


Aircraft manufacturers, distributors 
id dealers have a number of problems 


in common as regards sales-force man- 
agement, especially in connection with 
the classification of the market for air- 


ines. Need a separate force of sales 


executives and salesmen be organized 


reach each of the different types of 
narket? Probably transport lines and 
ieet Operators can best be reached by 


manulacturing companies; those com- 
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panies can organize separate depart- 
ments to care for such sales or can rely 
upon an unsegregated organization. 
But when it comes to the markets com- 
posed of business firms and of individual 
buyers respectively, the case for segre- 
gation of sales force becomes more 
apparent. In general,one market must 
be approached with rational sales argu- 
ments and the other with emotional 
arguments. The salesman whocan sell 
airplanes to individuals for their own 
use may be unfitted to sell to business 
firms. Regardless of whether the same 
or separate sales forces are used, it is 
essential that the sales organization 
recognize the differences in the two 
markets and in the sales appeals that 
will influence them. A salesman need 
not, perhaps, be a pilot, but he surely 
must understand the workings of the 
planes he is to sell, and especially must 
he know the reasons why people will 
purchase his product. Technical knowl- 
edge alone, however, does not equip a 
salesman for the task of inducing people 
to purchase airplanes. 

To formulate a sound advertising 
program without adequate market data 
is impossible, and it was to be expected 
that motor and plane manufacturers 
and distributors would find it so. 
Until very recently most advertising of 
aviation products has appeared in the 
numerous trade and other journals de- 
voted exclusively to aviation interests 
and has been selective in appeal. 
Within the past few months, however, 
aviation advertising has appeared in 
more widely circulated periodicals, and 
much of this advertising has been de- 
signed to create a primary demand for 
flight rather than merely to encourage 
the selection of a particular make of 
plane or motor. 

Thus far, firms in the aviation in- 
dustry appear to have relied primarily 














SOO 


upon the appeals of speed and novelty 
for stimulating demand for flight. 
While the most effective possible ap- 
peals cannot be selected until more is 
known concerning the attitude of poten- 
tial customers, it would seem that, if the 
airplane is to compete successfully with 
other transport more effort 
should be made to point out the specific 
advantages of the airplane and to an- 
the objections of 
consumers. 

In general, it seems that far too little 


vehicles, 


swer probable 


actual sampling has been done as a 
means of sales promotion, as well as a 
market To 
give prospective customers a sample 
trip or a number of trips in an airplane 
is, of course, a highly expensive means 
of securing sales. Yet until a person 
actually has made one or more flights, 


means of investigation. 


any advertising or other sales efforts are 
too likely to seem impersonal and irrele- 
vant to him. An extensive sampling 
program on the part of airplane manu- 
facturers and their sales outlets offers 
promise of breaking through the wall of 
resistance which seems to separate the 
typical non-flyers from the flyers. 

Another problem which may 
become of much importance to the in- 
dustry is that of allowances and trade- 
used airplanes. 


well 


in requirements on 
If marked expansion in the use of air- 
planes takes place, the used-plane ques- 
tion may become as embarrassing as it 
has long since been in the automobile 
industry. ‘The tendency thus far seems 
to have been for manufacturers of air- 
planes toleave this problem to be settled 
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almost entirely by the distributors 
and dealers. ‘The latter are not likely 
to work out satisfactory policies with. 
out some unifying assistance from the 
manufacturers. A few manufacturers 
have gone to the extent of acting as 
clearing houses for the interchange of 
used-plane information among their 
sales outlets, but it is highly desirable 
that manufacturers should go much 
further and formulate specific policies 
to be recommended to outlets; other- 
wise numerous variations and incop- 
sistencies in trade-in practice 
inevitable. 


Conclusion 


The aircraft industry has shown that 
optimism with reference to its futur 
which tends to characterize the early 
stages of development of products 
unquestioned technical _ excellence 
This optimism, apparently unavoidab! 
and often justified by 
events, customarily results, as in th 
present case, in a lack of attention to 


subsequt 





marketing problems. It is necessary 
to realize, however, that technica 
excellence does not in itself assu: 


the sale of a product. Moreover, t 
success of the steamboat, the railroad, 
and the automobile does not guarant 
a similar success to the airplane. In 
short, it is essential that the industry 
recognize the advantages and disadvan- 
tages of its product from a market point 
of view and mold its sales and advertis- 
ing plans accordingly. This cours¢ 
action calls for thorough investigation 
and diagnosis. 
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MERGERS IN THE COTTON INDUSTRY 
By EDMUND P. LEARNED 


bers of the Harvarp BusInEss 

Review, J. Wisselink, of Holland, 
discussed ‘‘The Present Condition of 
the English Cotton Industry” and 
“The Lancashire Cotton Corporation 
and its Effect on World Competition.” 
Since these articles were written, much 
progress has been made by the Lanca- 
shire Corporation in the formation of its 
organization. Combinations have also 
been effected in the Egyptian section of 
the English industry. The purpose of 
this article is to consider how far the 
developments in England throw light 
on the situation in the United States, 
and to determine to what extent merg- 
ers in the cotton industry are desirable 
and what type of merger seems most 
satisfactory. 


[; the January and April, 1930, num- 


S 


Progress of the Merger Movement 
in England 


Since its inception, the Lancashire 
Cotton Corporation has considered for 
membership over 200 concerns, which 
represent over half the spindle capacity 
of the section using American cotton. 
It has refused to consider 25 companies 
because they were incapable of rational- 
ization. It has made firm offers to 135 
companies; of this number, 20 compa- 
nies were not interested, while 71 com- 
panies with 6,750,000 spindles and 
20,000 looms have agreed to join the 
corporation; negotiations are still in 
process with some 40 additional com- 
Twenty-nine of the 71 com- 
panies which accepted offers have 
already been approved for absorption. ! 


panies. 


' For statements with reference to activities of the 
Lancashire Cotton Corporation, see Textile Recorder, 


An interesting fact about the first 29 
companies absorbed is that most of 
them were what are known in England 
as recapitalized companies; moreover, 
most of them had not paid dividends 
since 1920 or 1921. The Lancashire 
Cotton Corporation, instead of being a 
sound panacea as Wisselink argued, is 
perhaps little more than another bank- 
er’s combination thrown together in 
order to enable the bankers to liquidate 
their questionable holdings. Sir Josiah 
Stamp contends, on the other hand, 
that the Lancashire Cotton Corporation 
is not confusing financial grouping with 
rationalization, but is making the tech- 
nical aspects of the plant primary and 
the financial aspects secondary.’ 

During 1929, the Combined Egyp- 
tian Mills, Limited, owning 31 mills of 
15 different companies, was formed. 
This company, with its aggregate ca- 
pacity of 3,000,000 spindles, is larger 
than any combination of fine-goods 
mills in the United States. 

The data with respect to either of 
these combinations are somewhat 
scanty, but it is obvious that the Lanca- 
shire Cotton Corporation thus far is 
little more than a horizontal combina- 
tion of spinning mills. A real inte- 
grated unit of spinning mills and 
weaving mills would have nearer 175,- 
000 looms than 20,000, since it would 





“The Cotton Industry in 1929,” Vol. 45, Jan. 15, 
1930; International Cotton Bulletin, Vol. 8, #30, Jan., 
1930; Barron’s English Cotton Trade Outlook, Feb. 
24, 1930. 

2Sir Josiah Stamp on “The Present Position of 
Rationalization” in an address delivered before the 
British Textile Institute. This address was quoted 
in the Manchester Guardian for Jan. 10, 1930, and in 
the Journal of the Textile Institute for Feb., 1930. 
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take around 175,000 looms to absorb 
the production of 7,000,000 spindles.’ 
Notwithstanding the lack of sufficient 
looms today, the Lancashire Corpo- 
ration may yet become an integrated 
unit. ‘The whole tradition of England, 
however, is toward a horizontal organ- 
ization of the textile industry; it will 
take the corporation time to break 
down this tradition. Moreover, it has 
no doubt proved more difficult to find 
weaving mills which are capable of real 
rationalization than it was to locate 
desirable spinning mills. 

But more important than the im- 
mediate progress made is the question 
of the soundness of the theory upon 
which the Lancashire Cotton Corpora- 
tion claims to be proceeding. Mr. 
Wisselink has argued at great length 
with respect to rationalization and syn- 
chronized production, so that little rep- 
etition is now required. Nevertheless, 
it is desirable to state exactly what we 
mean by rationalization. 


Rationalization and Its Meaning 


By “rationalization” is meant the 
employment of such methods of tech- 
nique or organization as are designed to 
secure the maximum production with a 
waste of either effort 
or material. It includes the scientific 
organization of labor, standardization 
of both materials and products, simplifi- 
cation of processes, and improvements 
in the system of transportation and 
marketing. Rationalization means the 
organization of industry and of each 


minimum of 


process along the most economic lines. 
A rationalized plant is one which is an 
economic unit of production, one in 
which the methods of production are so 
organized as to result in the maximum 


3 Mr. Wisselink’s research points to this conclusion, 


and the experience of American mills with the rough 


ratio of 40 spindles to 1 loom confirms it. 
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economy, or in other cases, a plant jp 
which large-scale production has been 
carried to the optimum point. Fo; 
example, all the economies of specializa- 
tion could be secured by having one 
spinning mill spin only certain counts 
of yarn. Likewise in a weaving shed. 
all the looms might be run on a partic. 
ular construction, whereas the looms 
of another mill could be devoted to 2 
different construction. 

The attempt to lower production or 
marketing costs by the more economic 
organization of these processes would 
seem to be a wholly commendable aim: 
whether the country be England, whose 
chance of regaining her lost foreign 
markets lies in the direction of offering 
lower prices to foreign buyers, or 
Germany, which must secure all the 
possible economies of production and 
sale in order to gain the markets and 
the sales revenues therefrom with which 
it may secure the means to make pay- 
ments on reparations account. 

Can rationalization similarly over- 
come the basic difficulties of the cotton- 
textile situation in the United States’ 
These difficulties are easily listed. Cot- 
ton-mill capacity was greatly expanded 
during and after the War; the demand 
of the country has not yet grown to such 
proportions as to absorb the capacity 
production; production schedules have 
not been governed by sales actu- 
ally made; and marketing methods 
have been so antiquated that many 
mills have been unable to cope with 
new merchandising conditions. Conse- 
quently the mill which has wanted t 
secure business has done so by reducing 
prices in order to attract patronage 
from some other mill. Then the mill 
has tried to get its costs down and to 
keep them down by running the mill at 
as near capacity as possible. Under 


such conditions the lowest-cost miils 
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have been able to make a profit while a 
larze share of the industry has been 
‘ncurring losses or merely breaking 
even. The industry as a whole has 
remained in a state of chronic de- 
pression. 

Some theorists in economics argue 
that only when the high-cost mills fail 

and go out of existence can long-run 
forces exert their effects and the indus- 
try become more profitable for the re- 
maining firms. The answer of the 
practical man to this assertion is that 
the survival of the fittest is a long- 
drawn-out process. There is, more- 
over, no assurance that the fittest, that 
is, the low-cost producers, will neces- 
sarily survive the economic process. 
The high-cost mills may be better 
financed and thus may be able to stand 
a long period of unprofitable prices. 
The theory of the promoters of the 
Lancashire Cotton Corporation is that, 
by organizing companies along so-called 
rational lines, this competitive process 
of the elimination of the economically 
unfit will be speeded up, softened, and 
perhaps the worst effects of the process 
mitigated. 

The argument of Sir Josiah Stamp 
the British Textile Institute 
presents the case for rationalization 
succinctly.4 He said that pure indi- 
vidu alism, particularly on a small scale, 

ound a way out of its difficulties by the 
ere of the economically unfit. 
Though ultimately these less-fit units 
had to succumb, in their dying strug- 
gles they enfeebled the fit and reduced 
the whole industry to a precarious con- 
dition. True rationalization did not 
seek to defeat or defer economic conse- 
quences, but, having ascertained the 
inevitable, sought to bring it about 
more quickly by definite action. 


bef re 


* Op. cit. supra. 
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The same line of thought has had one 
of its most outspoken adherents in the 
United States in Walker D. Hines, for- 
mer president and now chairman of the 
Cotton Textile Institute. <A brief ré- 
sumé from his pamphlet on The Sur- 
vival of the Fittest will suffice to show his 
argument: 


This talk about the survival of the fittest 
seems to assume that the mills should not 
join in an exchange of information as to 
production, stocks, costs, etc., should not 
encourage each other to try to balance 
their production with demand, and should 
not encourage meeting together in groups 
to discuss their common problems and 
thereby acquire a better acquaintance with 
each other and a better knowledge of what 
others are doing... . 

It, therefore, seems to be a necessary 
part of this theory that each mill should 
be left to its own devices and that as a 
result the weak and badly managed mills 
will fail and disappear from the field, which 
will then be left in control of the strong 
and well-managed mills. 

Apparently there underlies this theory 
the assumption that somewhat later we 
shall see a situation where a comparatively 
small number of mills, all employing sound 
manufacturing and merchandising policies, 
will constitute the industry and that it 
will no longer be subject to the demoraliza- 
tion which comes from an enormous 
number of mills of widely varying degrees 
of strength and ability of management . . 

The assumption that the weak mills will 
fail and disappear loses sight of the fact 
that the spindles and looms will not dis- 
appear. Even if there should be repeated 
failure of weaker mills, the result would be 
their reorganization and continued opera- 
tion and probably under no more experi- 
enced and capable managements than was 
true before the mills in question had failed. 
Further than that, they would probably 
be reorganized with lower capitalization 
and therefore would be able to go still 
further in the direction of influencing mer- 
chandising policies up to the time they 
fail again.® 


5 Walker D. Hines, The Survival of the Fittest, 
Cotton Textile Institute, pp. 2 and 3. 
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This line of argument naturally leads 
Mr. Hines to the conclusion that there 
is no substitute for some form of cooper- 
ative endeavor. The question may be 
raised as to whether cooperative en- 
deavor is a real substitute for the type 
of rationalization proposed by the 
Lancashire Cotton Corporation. 


Cooperative Control of Production 

The cooperative endeavor which first 
appeals to the minds of many business 
men is an arrangement to fix prices. 
This method has the obvious practical 
difficulty that it is illegal in this country 
and that any contract entered into with 
such purpose in view is unenforceable at 
law. To make such an agreement 
effective, even if legal difficulties were 
avoided, it would be practically neces- 
sary to limit production among mem- 
bers, and that is a difficult measure to 
accomplish in any situation where 
there are many producers. Moreover, 
if mills were to agree to a definite price 
scale, it is almost certain that members 
would not keep to the terms of the 
agreement. This fact has aided the 
common law appreciably in curbing 
monopolies: members _ prob- 
ably would seek to secure trade by 
secret There would be, 
furthermore, the added difficulty of de- 
termining the level at which the price 
should be fixed. Should it be high 
enough to cover the costs of the high- 
cost producers? This method is 
fraught with so many difficulties that it 
has little to commend it. 

Though price agreements and quota 
policies are impracticable, it does not 
follow that cooperative effort has no 
field left. There is still the problem of 
regulating production schedules in ac- 
cord with demand. 

The market for cotton goods is tradi- 
tionally weak largely because stocks 


some 


concessions. 
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accumulate; a buyer’s market is the 
common thing. ‘The market has beep 
weak and will continue to be weak just 
so long as mills continue to run their 
plants at full capacity, with the idea of 
getting the lowest possible costs jy 
this manner. This policy causes large 
stocks to be built up, stocks about 
which buyers oftentimes know more 
than sellers. Buyers cannot be expect- 
ed to bid high prices for merchandise 
when they know that a two- to three- 
months’ supply is readily available. 
When surplus stocks are accumulated, 
the sellers have to accept what the 
buyer will pay. Under these condi- 
tions the mills have no real price resis- 
tance. If surplus stocks were not 
accumulated, it is likely that the 
buyer’s position would not be so strong. 
It does not follow that the level of 
prices could then be raised to high) 
profitable levels, but it would be easier 
under such circumstances for mills t 
refuse to accept definitely unprofita- 
ble offers, which they now accept in 
order to dispose of surplus stocks. 

In order that sellers shall know as 
much about stocks as shrewd buyers 
know, the collection of statistics with 
respect to sales and stocks is desirable. 
The mere collection of data, however, is 
no panacea. Ifthe data are notused by 
the mills in the formulation of policies, 
others—especially buyers—will use the 
statistics for their own purpose and 
against the interests of the mills them- 
selves. But to wait until stocks hav 
become excessive before taking action 
seems to be an unwise policy. ‘The 
common policy of leaders in the indus- 
try of talking curtailment when exces- 
sive stocks have accumulated is not 
and cannot be a real cure for the 
fundamental difficulty. What the 
industry needs is a policy of inventory 
control. 
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Many of the well-managed industries 
of the country schedule production in 
accord with sales. There is no inherent 
reason why a particular textile mill 
when its stock begins to increase should 
not curtail its own production at once. 
The advantages of controlling produc- 
tion in accordance with sales are patent. 
There is a reduction in style risk, as 
well as a reduction in the risk from a 
fluctuating price level. The psycholog- 
ical effect of large inventories on both 
buyer and seller has been indicated. 
There are, too, the savings in capital 
requirements and interest charges. All 
these points have been developed in 
some detail in the issue of the Textile 
World for March 1, 1930. 

A policy of curtailment of produc- 
tion after stocks have become excessive, 
rather than current control of produc- 
tion, penalizes the well-managed mills 
which try to control production in 
accord with their own sales. Such mills 
may be asked by other mills to consider 
a joint curtailment which means, of 
course, that the first group is asked to 
stay out of the market and out of 
production in order to give the members 
of the second group the opportunity 
to dispose of their surplus stocks. 
This policy in the last analysis does not 
curb the activities of those mills which 
create excess stocks by producing more 
than their current sales require; in 
fact, the policy places a premium on 
such management and could hardly 
be expected to be a permanent policy. 
It is true, of course, that it might pay 
a well-managed mill to stay out of the 
market in order that prices might not 
be forced still lower; yet even these 
mills are likely to balk at giving the 
advantage to others. 

To some it would seem that social 
pressure would cause the badly man- 
aged mills to change their ways. Each 


mill, of course, claims that it is the one 
that is well managed and produces only 
what it can sell. The other fellow is 
always the one to blame. Facts are 
facts, however, and the offending mills 
could be spotted and named if com- 
plete inventory figures for each mill 
were currently available. In Japan, 
where the family spirit and loyalty to 
state aims are stronger than in this 
country and where four organizations 
control 60% of the spindle capacity, 
more figures are currently collected 
than have ever been planned for in this 
country; moreover, these figures are 
used. But here, where the individual- 
istic spirit is strong among cotton-mill 
executives, it is unlikely that strictly 
cooperative efforts in the use of statis- 
tics will produce real results. ‘There 
are too many policies of management 
represented in a group of 40 to 100 
mills to expect to get real agreement on 
any policy. For this reason the present 
writer is doubtful with respect to the 
possibilities of purely cooperative en- 
deavors tocontrol production, especially 
when there is a large number of com- 
peting mills in the picture whose 
individual policies might not seem 
harmful, but whose collective individual 
policies cause what appears to be 
permanent chaos. Among a smaller 
number of firms representing a larger 
proportion of a particular branch of the 
cotton industry, any one firm would be 
more likely to recognize the harmful 
effects of its policy on the industry as a 
whole. 

If cooperative control of production 
by many small mills is not the ultimate 
way out of the present situation in this 
country, there remain two questions: 
whether mergers can help the situa- 
tion, and, if so, whether a horizontal 
merger or a vertical merger is more 
desirable. 
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Horizontal Mergers 


The history of the cotton industry 
in the United States does not present a 
strong case for horizontal combinations 
in the cotton industry. The Consoli- 
dated Cotton Duck Company, a hori- 
zontal organization which had control 
over 20 mills and 2 selling houses in the 
sail-duck trade, was never considered 
a success. Nor was the New England 
Cotton Yarn Company ever noted for 
its substantial profits secured from 
merging a group of New England yarn 
mills.6 And yet there are now current 
many news reports which refer to a 
union of fine grey-goods mills into a 
horizontal combination, while a second 
fine-goods organization is reported to 
be about ready to launch, and a third 
is rumored to be under way. 

A pertinent question is—What gains 
may be expected to accrue from these 
horizontal mergers? 

The stock argument of merger advo- 
cates is that there will be economies in 
selling and in production. Since among 
grey-goods mills the costs of selling are 
low, any saving made through merger 
would not be large and would amount 
to only a small percentage of the selling 
price. Moreover, the savings in selling 
expense frequently are required to cover 
the added overhead which the larger 
organization has to carry. 

There are, however, real possibilities 
of savings in production costs as a 
result of the concentration of the manu- 
facture of particular constructions in 
one mill rather than in several. Before 
merging, a mill may be producing some 
of each count of yarn and some cloth 
of each construction. No one of these 
mills has been able usually to carry pro- 

6 For a detailed discussion of the history of these 
consolidations, see Copeland, M. T., The Cotton 
Manufacturing Industry of the United States, Chapter 
X, “Associations and Combinations.” 
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duction methods to the maximum econ- 
omy. By concentrating production 
of particular constructions, it has been 
conservatively estimated that a group 
of mills may save from 5% to 15% of 
the manufacturing cost. This special- 
ization by mills is an aspect of the 
European doctrine of rationalization 
which might be applied in this country, 
It is a possible result of mergers which 
means a real economic saving. 

But there are limitations to this pro- 
posal. Customers have preferences for 
the fabric from Mill A and do not want 
a fabric of the same construction deliy- 
ered from Mill B. The New England 
Cotton Yarn Company encountered 
this difficulty years ago and the same 
difficulty exists today. Unless a com- 
pany has a monopoly, it can ill afford 
to sacrifice the goodwill of a particular 
mill in order to secure a cost economy 
for the group. Under ordinary con- 
ditions the converter may turn to 
competing mill rather than accept what 
he considers a substitute. Even with 
a monopoly, high-handed methods are 
hardly good business policy. At best, 
then, one should guard against over- 
optimism with respect to immediate 
savings in production costs. On the 
other hand, there is a good possibility 
of educating customers to the standards 
of the consolidated group. Further- 
more, in many cases more prompt deliv- 
eries may be made by one grey-goods 
mill to the finishing plant designated by 
the converter than by other mills of the 
group. This promptness of deliveries 
is a factor in breaking down resistance 
of customers to the acceptance of mer- 
chandise from a different mill. Past 
experience indicates, however, that if 
shifts of this sort can be made at all, 
they must be made gradually. 

Another minor factor which will de- 
lay the full benefits of a merger is that 
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jaborers may object to the transfer of 
cloth constructions from one mill to 
another. ‘This objection arises because 
of the piece rates for weaving. A 
smaller production per day is secured 
on the hard weaves, in contrast to the 
easy weaves, with the result that a 
laborer who is placed exclusively on 
hard weaves cannot make a living wage 
under existing rates. Where this con- 
dition exists, mill executives find it nec- 
essary to defer the adoption of a full 
pr ram of rationalization. A vicious 
circle is present in a situation of this 
sort. It would appear that the mill 
could adjust the piece rates upward on 
the hard weaves in order to make it 
profitable for the laborer to specialize 
upon them, but the fact is that with 
market prices what they are, mill execu- 
tives feel that they cannot pay more 
than they are now paying for the weav- 
ing of these constructions. They 
choose, therefore, to let a given weaver 
run some looms on the slower, harder 
weaves and some looms on the easier 
faster-weaving cloths. Thus, the la- 
borer gets a living wage and the mill 
keeps down its cost on the hard weaves, 
although it does not secure the maxi- 
mum economy on either construction. 

The conclusion of the whole matter 
then is that horizontal combinations 
may in time by a process of rationaliza- 
tion secure some economies in produc- 
tion, but that these economies will be 
secured gradually and not immediately. 

[t is well to bear in mind that as 
this rationalization of production takes 
lace, the capacity of a given plant is in 
act increased. ‘That in itself creates a 
nice problem regarding the disposition 
of the product. 

The possibility of larger stocks, if 
these rationalized plants are run near 
capacity, is immediately evident. Un- 
less demand is increased, the rational- 


I 
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ized mills will have to operate at a 
smaller percentage of capacity than 
before or stocks will become excessive. 
Still, the danger of excessive inventories 
would seem to be more easily controlla- 
ble by a large organization than by 
many small ones, because the effects of 
the policies of large organizations are 
more readily traced than those of small 
firms. Social responsibility for busi- 
ness practices would be more definitely 
fixed, and, consequently, sounder poli- 
cies might reasonably be expected. 

Another possible advantage of hori- 
zontal mergers which unite high-cost 
and low-cost mills is through the reas- 
signment of products among the mills 
with the result that the high-cost mills 
produce the fabrics assigned to them 
more cheaply. From the point of view 
of the high-cost mills there is the added 
point that the price competition of the 
low-cost mills may be eliminated. The 
ability to control the market is an 
advantage of major importance, but it 
is believed that any mergers thus far 
proposed are rather limited in the power 
to control the market except perhaps in 
a few fabrics. A more important limi- 
tation than that of the size of proposed 
mergers, however, is that of potential 
competition. This point is well illus- 
trated by the following quotation from 
a southern mill executive: 


A strong group effects a merger. In 
order to increase their earnings, some of the 
less efficient plants are shut down, the 
production of various fabrics is allocated to 
the mills best equipped to make them, and 
output is limited to only such amount 
of cloth as the market will absorb. Presto! 
The merger is a success. The price goes up. 
The industry is on a paying basis again. 

Then what happens? A hundred little 
independent mills, either previously shut 
down, or still struggling along in the 
general morass, immediately seek to take 
advantage of this new prosperity and start 
up their old machines, or put part of their 
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looms and spindles on the fabric for which 
Merger and Company has made a profitable 
market. Soon supply overtakes demand 
and the industry is once again where it 
was at the outset 

And so, even if a merger of cotton mills 
were effected, so long as there remained 
outside the merger any substantial number 
of small units or any potential number 
of new units that could start up and intrude 
upon the favorable market created by the 
combination, you would always be faced 
with the danger of overproduction and, 
before long, everybody might be sinking 
again in the same old overcrowded boat.’ 


To this line of thought may be added 
the point that even if the merger con- 
tained a large proportion of the mills 
and if it were able to control production 
and raise prices, there still remains the 
more fundamental difficulty that sub- 
stantially higher prices for many cotton- 
textile products would encourage the 
use of substitutes. For this reason it is 
probable that real monopoly power will 
not and could not be exerted in this 
country for any length of time in this 
industry. 

There is another way, however, in 
which prices may be made to advance 
or by which demand may be increased. 
That is through sales promotion of the 
product and by better marketing organ- 
ization. Proponentsof horizontal merg- 
ers even of grey-goods mills argue that 
the marketing position of such com- 
binations will be improved. Before a 
final appraisal of this argument is made, 
it will be necessary to deviate from our 
main line of thought to consider the 
market position of the various branches 
of the textile industry. After that, an 
appraisal of the market position of a 
horizontal merger may be made. 


7From an address of Bernard M. Cone of the 
Proximity Cotton Mills on “Some Present Day 
Problems of the Textile Industry,” before the School 
of Commerce of the University of North Carolina. 
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Market Position of Branches of the 
Industry 


Since the success of any industry 
depends upon the sale of its products 
to ultimate users at prices high enough 
to allow each step in the marketing and 
production process a profit, a study of 
the market position of the various 
branches of the textile industry should 
begin with the points of user contact, 
By restricting this analysis to consumer 
goods (though it applies in principle to 
industrial goods as well), one may 
designate the various branches of the 
industry as the retail outlets, the whole- 
saler where he is still a factor, the con- 
verter, the finisher, the grey-goods mills, 
and the spinning mills where they exist 
separately. 

The retailer is admittedly in the 
strongest bargaining position. He is 
closest to the consumer, his sales vary 
less from season to season than do thos 
of any factors behind him, and he is 
able to protect his profit margin by 
refusing to buy unless the price is low 
enough to allow him the usual rate of 
mark-up in the retail trade. The con- 
verter or the manufacturer may refuse 
to accept a retailer’s offer for merchan- 
dise on the ground that the price 
offered is too low, but if the goods are 
already made, the retailer has the whip- 
hand and the seller will eventually 
have to let the merchandise go. Many 
mills and converters as well have 
already learned that they have to meet 
rather rigid bid prices from retailers and 
that they must, therefore, offer mer- 
chandise at a price which will allow the 
retailer his mark-up if he sells at 
standard prices. The manufacturer's 
only salvation in this case is to produce 
merchandise to sell at those prices. 
The converter or the integrated com- 
pany might protect its retail position by 
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operating retail stores, but this plan is 
so obviously impracticable for many 
lines of textile products that it will be 
viven no further consideration. 

~ The cotton manufacturer might as 
well make up his mind to the fact that 
the retailer is in a dominant position 
and is able to protect his profit. Before 
leaving the retailer, however, it is wise 

, direct the manufacturer’s attention 

the reasons why retail stores are 
successful. When the retailer gives his 
customers what they want in the quan- 
tities, qualities, and assortments in 
which they want it, he ordinarily 
makes a profit. The successful retailer 
keeps his eye constantly on his public 
| its probable desires; he acts as its 
nt in purchasing and not as the sales 
nt of the manufacturer. This basic 
ciple of merchandising is one which 

men might well heed in planning 
eir product developments. 

Where the wholesaler renders an 
essential service efficiently, he too is 
ble to cover his costs and make a 

fit out of the original retail price 
efore the converter or manufacturer 

ures a share. The next step back 

either the cutter or the converter. 
General statements with respect to 
itters are dangerous, for this trade 
jot. very stable. Well-managed 
s in this trade will arrive at their 
bid prices for cloth by deducting from 
their somewhat standardized selling 
prices their costs of production and 
selling with an allowance for profit. 
What is left, the converter or integrated 
mill gets for the cloth. 

The converter is as near to the grey- 
goods mill as he is to the consumer 
and his strategic position is less strong 
than that of the retailer. On the other 
hand, his position is much stronger 
than that of the grey-goods mill. 
Furthermore, it is the converter or his 


equivalent in the integrated organiza- 
tion who performs the basic merchan- 
dising function. He determines how 
the grey goods shall be finished, and 
in what patterns and colors they shall 
be printed or dyed. It is he who gives 
the staple grey goods individuality and 
finished form. ‘The converter or cor- 
poration printer who follows the mer- 
chandising principle aptly displayed by 
retailers, of determining what the cus- 
tomers want and of making that in the 
most attractive designs and patterns, 
receives the custom of buyers. A good 
merchandiser among converters may 
not secure higher prices than his com- 
petitors, because he is dealing, as they 
are, with standardized prices of cutters 
and retailers; but he will get a larger 
volume of business and it is quantity 
on which he makes a profit. 

Lastly, there is the grey-goods mill 
which turns out a fabricating material 
and not a finished good. Its product is 
practically a standardized staple which 
can be purchased on_ specification. 
The grey-goods mill has no chance to 
individualize its product and attach a 
brand name which will carry through to 
the consumer. Except for quality dif- 
ferences between mills, price is the major 
factor in sale. The use of brokers in 
the sale of grey goods tends, moreover, 
to keep price a major factor, since 
the broker sells on commission; a 
fraction off the original price does 
not reduce his commission materially 
though it does make the difference be- 
tween profit and loss for the mill. On 
account of these weaknesses in the 
market position of the grey-goods mills, 
the present writer believes that the 
horizontal grey-goods combination is 
inherently weak, whereas the inte- 
grated combination is inherently strong 
on this point. A horizontal grey-goods 
combination might be able to support 
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a research department which would 
work closely with customers to de- 
termine the new additions in fabric con- 
structions or the items to discontinue, 
and this step would undoubtedly help 
the situation. But the final finished 
fabric is judged more by the type of 
finish applied, the dyes used, and the 
patterns printed than by the weave 
used. The result is that, without the 
converting function of the textile in- 
dustry included within the combination, 
the organization has no assurance that 
its grey cloth will be regularly used. 

There are numerous difficulties en- 
countered in the formation of horizontal 
mergers along rational lines, such as the 
terms under which various mills will 
be taken in. These are intricate and 
difficult problems, but they are excluded 
from this discussion in order to allow 
consideration of vertical mergers and 
their place in the textile industry. 

Vertical Mergers 

A vertical merger in this country 
would certainly include the converting 
or merchandising function of the trade 
and might eventually include some of 
the cutter’s functions. Whether a ver- 
tical merger necessarily includes the 
finishing branch of the industry is 
somewhat of a moot question among 
textile-mill operators. ‘There are those 
who contend that finishing, and espe- 
cially the printing branch, is such a fine 
art that it is better performed by a 
specialist outside of a vertical combina- 
tion. ‘There are others who argue that 
a finishing plant adds more overhead 
than is desirable and does not leave the 
organization flexible. Nevertheless, the 
following analysis convinces the writer 
that an integrated unit should include 
finishing units as well as other pro- 
duction processes. ‘This conclusion is 
based on the position of the integrated 
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unit with respect to merchandising 
responsibility for the product and 
also on the question of flexibility jp 
manufacturing. , 

The integrated unit is able to assume 
full responsibility for its merchandise. 
It can guarantee the quality of its basic 
cloth constructions, it can also contro] 
the quality of production in its finishing 
and printing plants. In this day of 
branded merchandise, the company 
which can assume full responsibility for 
the quality of its final product, and 
which can maintain the quality of that 
product, is in a preferred position over 
the company whose product may be of 
variable standards. The former type 
of company can adopt a thoroughly 
coordinated merchandise program with 
the assurance that it will be properly 
developed in the production phases. 
The independent converter, on the 
other hand, buys his grey cloth from a 
mill over which he has absolutely no 
control. Also, he has his cloth finished 
in a plant over which he has no 
control. And though it is to the advan- 
tage of the cloth mill and the finisher to 
hold the patronage of this converter by 
maintaining quality standards, this is 
not always done. The mill and the 
finisher being hard pressed to show 
profits will sometimes scrimp quality 
of materials and workmanship, with 
the result that the final product is not 
exactly what the merchandise program 
of the converter demanded. ‘Thus 
there is division of responsibility for the 
final product in the non-integrated 
organization. Moreover, the attempts 
of mills and finishers to cheat the con- 
verter by scrimping materials and 
workmanship, and, in doing so, to quote 
lower prices as a means of getting the 
converter’s patronage, introduce an 
insidious type of competition of which 
the industry might well be rid. 
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lisir The point on flexibility brings up the 
blem of theory with respect to plant 
ity ir capacity at various stages in the inte- 
ie ted unit. On one hand, there is the 

that Wisselink suggests, of a 


ssume 

ndise monized production plan in which 
basic ‘ne stage of the process fits neatly into 
ntrol the next. On the other hand, there is 
shine he theory that the capacity of the pro- 
Ly of ductionequipmentand plant atone stage 
pai should be less than sufficient to takecare 
yf the normal requirements of the pre- 


or ceding stage. For example, weaving 
that capacity should be less than the quan- 

tity of goods that the converting branch 
be of will sell. If a finishing plant were 
vned, it should have a capacity for less 


type w 
ghly erchandise than the converting branch 
wit} sell, and spinning capacity should 
erly be less than loom requirements. ‘Thus, 
ses. t would be possible for the plants of the 
the ntegrated units to be low-cost pro- 
ma ducers, since they could run practically 
ne all the time and could specialize on 
hed the items for which they were best 
no juipped, and the company could go 
an- into the open market to buy additional 
rt yarn, grey cloth, or job finishing, as the 
» Sor case might require. 
—* One test of the relative merits of these 
the two theories may be made by inquiring 


the effect on the industry would 
' if there were only integrated units in 
ith operation and if these companies were 
ned, first, on the basis of one 
y and then, for comparison, on 
basis of the other theory. 
5 \n examination of the consequences 
ed oi the second theory, of being depen- 
ton outside capacity tocare for peak 
juirements, brings out some interest- 
points. The proponents of this 
of organization argue that they 
ld secure low costs within their own 
sa plants. ‘This contention may as well 
imitted. In a period when there 
irplus producing capacity available 





in almost every branch, the integrated 
organizations might secure their outside 
requirements quite cheaply because of 
the competition of the outside mills for 
what little business there was. After 
failure and junking of these outside 
unprofitable units had taken place, if 
integrated companies still desired out- 
side reserves, they would have to pay 
the remaining outside producers enough 
when they worked to cover their over- 
head when they did not work. In 
other words, the industry must cover in 
normal times its overhead on all the 
capacity required for its peak loads. 
In boom times it will more than earn 
its overhead, and this over-absorbed 
burden of good times should be avail- 
able tocover the under-absorbed burden 
of poor times. This method of cost- 
ing has not been customary in the 
industry; if it had been, many mills 
would probably have remained a dream 
rather than have become an actuality. 
If this line of argument is sound, there 
would appear tobe little difference, from 
the point of view of sound business 
policy, whether an integrated organ- 
ization were set up under one theory or 
the other. 

On the grounds of flexibility of oper- 
ations, it has been argued, however, 
that it is better to have some required 
capacity outside the integrated organ- 
ization. ‘Two aspects of this argument 
will be mentioned here. ‘The first is 
that the balanced plant of today will 
not be the balanced plant needed five 
or ten years hence, since style changes 
make obsolete or unnecessary large 
blocks of equipment. ‘The outside in- 
dependent organization would be ex- 
pected to adjust itself to this quick 
change while allowing the integrated 
organization to wear out more of its 
machinery. This argument has little 
force, since when the integrated unit 
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buys from the outsider it should have 
to pay prices high enough to cover the 
cost of junked machinery. Certainly, 
it would be unsafe for an integrated unit 
always to follow outsiders in adopting 
improvements. An integrated organ- 
ization should use heavy enough sched- 
ules of depreciation before net earnings 
to provide for replacement of obsolete 
machinery. ‘The prosperous branches 
f the industry should make adequate 
depreciation provisions now; it is a pity, 
but it is true, that there are some 
branches in which little short of a com- 
plete write-off of equipment will do any 
good. 

lhe 
operations, 
which seems practical from a rational 
point of view is not flexible in meeting 


other point, on flexibility of 


is that the large-sized unit 


rapid style changes; therefore, a small 
a production unit for style 


plant as 
more flexible than a large one. 


— 
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With respect to mill flexibility, the 
experience of one organization indicates 
that a mill with, say, 8,000 loom 
capacity is actually more flexible than 
yne with 2,000 looms. For if a new 
weave proves popular, the large mill 


can assign a larger number of looms at 
once to the fabric. With an 
average production period of 10 weeks 


new 


for a particular type of fabric, and with 
a tenth of the looms becoming available 
each week, the large mill can shift a 
maximum of 800 the new 
product, whereas the smaller mill can 
shift only 200 looms. 


looms to 


Conclusion 


In summary the integrated organiza- 
tion appears to be in a stronger position 
than the horizontal merger because it 
has control over the product longer 
and has a better market position. ‘The 


question of how large an integrated 
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organization should be, remains up- 
answered in detail in this discussion, 
though the basic thought may be 
indicated that an economic unit or 
units of production at each stage in the 
process should be included. 

It seems certain that mergers, wheth- 
er horizontal or vertical, provided they 
are not bankers’ schemes for selling 
securities and that mills are not taken 
in at inflated figures—and what figure 
is fair is a real problem—are more 
desirable than a continuation of present 
chaotic conditions. But it seems that 
horizontal mergers are merely tem- 
porary measures and do not represent 
an ultimate solution. The major prob- 
lems of the industry are: how to 
promote the sale of its products, how to 
develop new uses for its merchandise, 
how better to stimulate the latent 
demand for cotton textiles and how to 
create a more salable product through 
improved merchandising and coordinat- 
If the indus- 
these 


ed control of production. 
try turned its attention to 
problems and also adopted more of the 
customer point of view with respect 
to its merchandising problems, quite 
probably demand would be expanded 
and the industry would approach more 
profitable levels. Certainly this attack 
on the problems of the industry is more 
fundamental than the futile attempts to 
solve the problem by more tariff protec- 
tion, or by continuing chief emphasis 
on production problems and costs. 

There are but two qualifications to 
make about the desirability of mergers 
in the cotton industry. An integrated 
merger will not be beneficial unless its 
management has a well-conceived mer- 
chandising plan. Moreover, the inte- 
grated companies must devise superior 
methods for control of production and 
inventories. 
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A Sperial Message to Employers Only! 
When one of your employees dies, or becomes totally disabled for life, 
u in position to back up your words of sympathy by some substantial 
the family? 
What answer can be given to the question which will be raised by the 
nds and neighbors, “Did he have insurance where he worked?” 
Group Insurance answers these questions most satisfactorily. Every 
paid makes valuable friendships. The cost to the business and the 
idual employee is exceedingly reasonable. 
Tk YO HAVE NOT YET PUT YOUR GROUP INSURANCE PROGRAM IN 


EFFECT, WRITE US FOR LATEST IDEAS AND COST FIGURES 


Che Prudential 
Insurance Company of America 
Epwarp D. Durrie.p, President 


Home Office, Newark, New Jers¢ 
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Structures and facilities for Curtiss- 
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Harvarp Business ReporTs—Vo.tuME VII 

Compiled by the Graduate School of Business Administration, Harvard University, 

with commentaries by members of the faculty. 590 pages, 6X9........-.-54+ $7.50 
Volume VII in the series of Harvard Business Reports is devoted to cases in general business. 
These reports are prepared primarily for business executives in order to help them solve 
their problems by presenting other executives’ problems of a similar nature and by showing 
how they have been met. e book is made up of actual cases though in most instances 
the firm name has been changed to avoid the possibility of recognition. 


HarvARD ADVERTISING AWARDS—1924-1928 © 
Published for the Graduate School of Business Administration, George F. Baker 
Foundation, Harvard University. 133 pages, 8144 x 11, illustrated...........+.. $2.50 
The first complete and official account of the first five years’ awards of the Harvard Adver- 
tising Awards founded by the late Edward W. Bok. The 291 prize-winning advertisements 
are reproduced, with comments on their purpose and method. 


PRoBLEMS IN INDUSTRIAL ACCOUNTING 
By Tuomas H. Sanpers, Dickinson Fellow; Professor of Accounting, Graduate School 
of. Business Administration, Harvard University with the collaboration of Pau. 
B. Corrman, Assistant Professor of Accounting, Graduate School of Business Admin- 
istration, Harvard University. Second edition. 816 pages, 6x9..........+-. $6.00 
This book presents 171 cases of actual industrial accounting problems. The business 
man and his accounting advisers can find in these case studies examples of what has been 
done in many situations, some of which must be analogous to their own. The teacher 
will be able to present these cases to his students with confidence that they are practical 
and specific instances of the application of important general principles. 


PRINCIPLES OF Rear EsTATE PRACTICE 

By Rocer D. Wasuevurn, Director of the course in Real Estate Methods, College 

of Business Administration, Boston University. 625 pages, 6 x 9, 108 illustrations $5.00 
A thorough textbook which presents in readable style the essentials of the real estate 
business, discusses each of the various classes of property, treats of the —— of regu- 
lating, zoning, taxing and appraising real estate, and takes up also the essential legal 
considerations. The book combines the fundamentals with enough dealers’ experiences 
to give the reader a sound all-round knowledge of real estate principles. 


PRINCIPLES OF AGRICULTURAL CREDIT 

By Vircit P. Let, Professor of Marketing and Finance, Agricultural and Mechanical 
Collage of Taunt, (G00 DOG GRBs, occas eee cae ons ons sca ewebeayes cae $4.00 
| This book discusses the origin of credit, the factors which affect the flow of credit, the 
various uses of credit by farmers, the methods used by financing institutions in obtaining 
funds from original investors and in making loans, the cost of credit and the relation of 
the federal and state governments to agricultural credit. 
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